
CHAPTER 4

DESCRIPTIVE ANALYS IS

From the result provided in last chapter, the study shall be conducted  

to analyze fu rthe r rela tion between countries ’ environm ent and the value o f 

inward FDI. Th is is to provide readers w ith dynam ic picture o f FDI 

determ inants in the longer period. The extension also a im s to descrip tively  

analyze the find ing in chap te r 3 tha t the foreign d irect investm ent in the East 

Asia countries can be expla ined by the market size hypothesis, cost 

hypothesis, and export hypothesis. A lso, the analysis w ill present and 

describe o the r majors, if any, tha t are found as factors tha t a ffec t the volume  

of inward FDI to the countries. By this, the study employed the most recent 

data o f sam ple country, which is the data since 1991-2000, to analyze  

corre la tion between inward FDI and determ inants.

During the chapter, national profile o f each sam ple is described to 

show  the country h istorica l background, econom ic env ironm ent - in c lud ing  

econom ic grow th, infla tion interest rate, and export perfo rm ance- and 

investm ent clim ate. Later, the national econom ic fac to r w ill be analyzed and 

described if they determ ine FDI based on eclectic model. Hence, the analysis  

will be separated into th ree main groups according to the ir relation to our 

hypothesis, which are i) market-s ize hypothesis, ii) cost-e ffic iency hypothesis, 

and iii) export-orien ted hypothesis. However, fo r some countries, o ther 

characteris tics o f the country are presented as the factors tha t in fluent the

flows.
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Econom ie factors are grouped and analyzed according to its relation to 

the study ’s hypothesis as follows;

1. Market-s ize hypothesis comprises o f determ inants tha t describe the  

size o f the host economy, which are GDP, popula tion, and Per 

Capita Income. It is expected that the larger econom y shall perform  

bette r in FDI attraction as it acquires more purchasing power and 

econom y o f scale.

2. Cost-e ffic iency hypothesis is analyzed by num ber o f labor forces, 

inflation, and in terest rate within the host country. It is expected that 

the country w ith more population can a ttract more FDI as it provides 

investor cheap labor cost. A lso, the number o f labor implies market 

size. Beside the num ber o f labor, the stable infla tion and interest 

rate shall make the country more attractive as it brings confidence  

to the investors.

3. Export-oriented hypothesis is analyzed by the coun try ’s export 

volume and its exchange rate. The country w ith high volume of 

export could a ttract more FDI comparing to the country w ith less 

export. One reason is as the high export vo lum e implies the  

coun try ’s openness to international markets, ta riff advantage, and 

skilled labor. Meanwhile, the movement o f the coun try ’s exchange  

rate is considered, unless the country applied a fixed exchange rate 

regime, if the depreciation o f the exchange rate supports the  

coun try ’s inward investment.
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O verview

As m entioned in Chapter 1 and 2, China is a m ajor FDI recip ient in the  

region. The coun try ’s grow th in inward FDI has increased d ram atica lly since  

1993. Meanwhile, the role o f Hong Kong has increased m agn ificen tly in 1996, 

one year before its co lon ia l change. Besides that, there are more interesting  

changes in the regions over the years.

To illustra te, inward FDI in East Asia during 1991-2000 has increased  

hugely. The vo lum e o f FDI inflows to the eight sampled countries were as 

high as 145.5 billion USD, compared to only 13.6 billion in 1991, which was  

a lm ost ten tim es increase in ten year. Even in 1997, the yea r o f Asian crisis, 

the value o f inward FDI to the selected countries dropped on ly by 1.83%. เท 

addition, the s ituation recovered quite fast as in 1998 the va lue o f inward FDI 

to the country grew  by 5.84% .

More surpris ing ly, in 2000, when there was a co lon ia l sh ift in Hong 

Kong, the largest destination o f inward FDI in the region changed from China 

to Hong Kong. The value o f inward FDI to the country had risen from 24.6  

billion บร do lla rs in 1999 to 61.9 billions in 2000. This reflects a position o f 

Hong Kong as a gateway to Chinese mainland. (UNCTAD, 2002) By this, 

Hong Kong is then used as a transit center fo r investors who are not confident 

enough to invest in the mainland, but want to test the market first.

เท addition to 2000, UNCTAD reports in 2002 that inward FDI to the  

region has been even h igher in 2001 and 2002 according to the sta tement of 

UNCTAD. UNCTAD also announces that there has been the doubling flows to 

Hong Kong and China. China regained its position as the largest recip ient in
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the East Asia region and among the developing countries. (UNCTAD, 2002) 

Singapore and Hong Kong are other high-shared destinations. Hong Kong 

has been regarded as a business hub fo r China. Moreover, it is expected to  

remain its role fo r a while. (UNCTAD, 2002) Inward FDI to Korea has re

raised again a fte r the 1997 econom ic crisis. Huge part o f the flows targets to 

acquire, or merge, the host strong businesses. The flows to Taiwan remain  

high. Ta iw an ’s accession to W TO  increased its a ttractiveness fo r MNEs, 

particularly in service sector. (UNCTAD, 2002)

A long w ith the increase in inward FDI to the region, the study can 

observe tha t national characteristics o f the countries have been changed  

during the time as well. The changes are e ither in te rm s o f market-size, cost 

fluctuations, and export competitiveness. The factors are changed in various  

directions, depending on times and countries. As a result, these changes are 

studied and present w ith in each country profile.



Table 9: Inward FDI to the Sampling Countries During 1991-2000

M illion USD

Year China Hong Kong Indonesia Korea Malaysia Philipp ines Thailand V ie tnam Total

1991 4,366 N/A 1,482 1,180 3,998 544 2,014 N/A 13,584

1992 11,156 N/A 1,777 727 5,183 228 2,113 N/A 21,184

1993 27,515 N/A 2,004 588 5,006 1,238 1,804 N/A 38,155

1994 33,787 N/A 2,109.00 810 4,342 1,591 1,366 N/A 44,005

1995 35,849 N/A 4 ,348 .00 1,776 4,178 1,478 2,068 N/A 49,697

1996 40,180 10,460 6,194 2,325 5,078 1,520 2,271 1,803 69,831

1997 44,237 11,368 4,677 2,844 5,137 1,249 3,626 2,587 75,725

1998 43,751 14,776 -356 5,412 2,163 1,752 5,143 1,700 74,341

1999 40,319 24,596 -2,745 9,333 1,553 578 3,561 1,484 78,679

2000 40,772 61,938 -4,550 9,283 N/A 1,241 2,813 1,289 112,786

Source: UNCTAD



Table 10: Inward FDI Share in the Selected Countries During 1991-2000

Percent

Year China Hong Kong Indonesia Korea Malaysia Philipp ines Thailand V ie tnam Total

1991 32.14 N/A 10.91 8.69 29.43 4.00 14.83 N/A 100.00

1992 52.66 N/A 8.39 3.43 24.47 1.08 9.97 N/A 100.00

1993 72.11 N/A 5.25 1.54 13.12 3.24 4.73 N/A 100.00

1994 76.78 N/A 4.79 1.84 9.87 3.62 3.10 N/A 100.00

1995 72.14 N/A 8.75 3.57 8.41 2.97 4.16 N/A 100.00

1996 57.54 14.98 8.87 3.33 7.27 2.18 3.25 2.58 100.00

1997 58.42 15.01 6.18 3.76 6.78 1.65 4.79 3.42 100.00

1998 58.85 19.88 - 0.48 7.28 2.91 2.36 6.92 2.29 100.00

1999 51.24 31.26 - 3.49 11.86 1.97 0.73 4.53 1.89 100.00

2000 36.15 54.92 - 4.03 8.23 N/A 1.10 2.49 1.14 100.00

Source: UNCTAD



Table 11: Inward FDI Growth in the Selected Countries During 1991-2000

Percent

Year China Hong Kong Indonesia Korea M alaysia Philipp ines Thailand V ie tnam Total

1991 N/A N/A N/A N/A N/A N/A N/A N/A N/A

1992 155.52 N/A 19.91 - 38.39 29.64 - 58.09 4.92 N/A 55.95

1993 146.64 N/A 12.77 - 19.12 - 3.42 442.98 - 14.62 N/A 80.11

1994 22.79 N/A 5.24 37.76 - 13.26 28.51 - 24.28 N/A 15.33

1995 6.10 N/A 106.16 119.26 - 3.78 - 7.10 51.39 N/A 12.93

1996 12.08 N/A 42.46 30.91 21.54 2.84 9.82 N/A 40.51

1997 10.10 8.68 - 24.49 22.32 1.16 - 17.83 59.67 43.48 8.44

1998 - 1.10 29.98 - 107.61 90.30 - 57.89 40.27 41.84 - 34.29 - 1.83

1999 - 7.84 66.46 671 .07 72.45 - 28.20 - 67.01 - 30.76 - 12.71 5.84

2000 1.12 151.82 65.76 -0 .5 4 N/A 114.71 - 21.01 - 13.14 43.35

Source: UNCTAD

*<•. - p i
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China

1. H istorica l Background

For centuries China has stood as a leading civ ilization, outpacing the  

rest o f the world in the arts and sciences. But in the firs t ha lf o f the 20th 

century, China was beset by major fam ines, civil unrest, m ilitary defeats, and 

fore ign occupation. A fte r W orld W ar II, the Communists under MAO Zedong  

estab lished a d icta torsh ip that, while ensuring China 's sovereignty, imposed  

strict contro ls over everyday life and cost the lives o f tens o f m illions of 

people. A fte r 1978, his successor DENG X iaoping gradua lly introduced  

m arket-orien ted reforms and decentralized econom ic decision making. Output 

quadrup led in the next 20 years and China now has the world 's second  

largest GDP. Politica l contro ls remain tight even while econom ic contro ls  

continue to weaken.

เท 1980s the Chinese leadership began moving the economy from  a 

sluggish Sovie t-sty le  centra lly planned economy to a more market-oriented  

system . W hereas the system  operates within a political framework o f strict 

Com m unist contro l, the econom ic influence o f non-state managers and 

enterprises has been stead ily increasing. The authorities have sw itched to a 

system  o f household responsibility in agriculture in place o f the old 

collectiv iza tion . The authority o f local officia ls and p lant managers in industry  

is increased, perm itted a w ide variety o f small-scale enterprise in services and 

light m anufacturing, and opened the economy to increase foreign trade and 

investment. (US. Departm ent o f Commerce [DOC], 1999)
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Specia l Econom ic Zones and Open Coasta l/Port C ities have been 

estab lished and expanded gradually since 1980s to a ttract more investment 

and techno logy from  o ther countries and lift up its econom ic grow th. The  

zones o ffe r the lowest corporate tax fo r international investm ents tha t meet 

condition. The specia l zones, however, are concentra ted in the W est Coast. 

Later, the Chinese governm ent has loosened its regulation and become more  

opened to in te rnationa l foreign investment year by year. The governm ent has 

also eased the regu la tions concerning company estab lishment, jo in t venture  

restriction, fo r example.

A fte r the success in establish ing Special Econom ic Zones (SEZ) and 

Open Port C ities (OPC), the country has continued its opening progress. The  

country has estab lished Open Econom ic Zone fo r investors where there are 

as few  restric tions on investment as in SEZ and OPC. The country also  

developed its cities in borders and established Border Econom ic Zones, 

wishing to encourage trade and investment with its neighboring countries. 

Also, the governm ent encouraged investment d is tributions by estab lish ing  

Econom ic and Technology Development Zones in small c ities th roughou t the 

country to a ttract small and medium  size foreign enterprises.

Though the main purpose o f opening the econom y is to sh ift up its 

technology, China doesn ’t only encourage industria l investm ent but also  

support those investments in agricultural sectors.

C h ina ’s governm ent has encouraged investment in various sectors  

from  time to time. เท firs t stages, the governm ent focused on hi-tech  

industries. And export promotion such as e lectronics, computer, textile, etc. 

Later in 1990s, the country highly promoted investments in in frastructure and
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fundam enta l industry, which are electricity, ports, a irports, industria l estates, 

and roads, fo r example.

เท addition, the country had tried to entry W TO , the country had 

gradua lly deregu la ted its restrictions in service sector. As a result, on 

Novem ber 11, 2001, the country has become a m em ber o f W TO , leading to a 

sh ift in fo re ign investm ent policy. The new policy separates foreign  

investments into fou r groups, which are a) promoted investm ent b) perm itted  

investm ent c) perm itted investment with some restrictions and d) restricted  

investment.

2. Econom ic Environment

China has pursued Centra! P lanning policy since the revolution in 

according to its politica l regime. The country however continuously opens  

itse lf th rough times. The result o f the open has been a quadrup ling of GDP  

since 1978. เท 2000, w ith its 1.26 billion people but a GDP o f ju s t $3,600 per 

capita, China stood as the second largest economy in the world a fte r the บร  

(measured on a purchasing power parity basis). Agricu ltu ra l ou tpu t doubled in 

the 1980s, and industry also posted major gains, especia lly in coasta l areas  

near Hong Kong and opposite Taiwan, where foreign investm ent helped spur 

output o f both dom estic and export goods. From statistics, the coun try ’s GDP  

and Exports are grow ing up constantly during 2000s. The econom y has grown  

up by 34.09%  during 1996 to 2000. Meanwhile, the coun try ’s export has 

grown more than 20%  before and after the crisis. W hen the export data o f
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2000 is com pared w ith tha t o f 1996, the study found tha t Ch ina ’s export has 

expanded by 64.88%

China is regarded as a very good example fo r exchange rate stability  

via its fixed exchange rate regime. A fte r the depreciation in 1994, the country  

can successfu lly maintain its exchange rate during the decade. Even in Asian  

1997 crisis, the country can stabilize its rate very well and th is supported the  

recovery o f the crisis. During 1995-2000, China ’s exchange rate has been 

moved between 8.278 and 8.314 Yuan per US dollars.

The country is also successful in providing jobs to the people. From  

statistics in tab le 12, the country can control its unem ploym ent rate to be 

stable a t 3.0-3.1 per cent during the late 2000s.

Besides the recorded econom ic performance, the country has another 

major a ttraction to the international investors as its accession to W TO  in 2001. 

The accession would defin ite ly lead to an extensive change in the country ’s 

in ternationa l polic ies, concern ing trade, tariff, and investment. Th is would later 

create a bette r econom ic environment fo r international investors, leading to a 

lower cost. For example, the country would have to deregu la te its restrictions  

on imports and trade barriers, hence foreign firms face lower cost in importing  

in termedia te goods fo r the ir productions.

เท addition, C h ina ’ non-ta riff barriers o f the country have to be removed  

with in a certa in period, according to WTO rules. A lso, the country has to 

improve its custom  procedures. These conditions should a llow  investors to be 

more com petitive and more com fortable in investing in China. Moreover, the  

firm s should also enjoy lower cost and h igher pro fit from  investing in China.



Table 12: C h ina ’s Econom ic Ind icators

Category Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 5.3234 5.5146 5.7620 8.6187 8.3514 8.3142 8.2898 8.2790 8.2783 8.2785

Export (M. USD) 71,910 84,940 90,970 121,047 148,797 151,197 182,877 183,589 195,150 249,297

FDI (M. USD) 4,366 11,156 27,515 33,787 35,849 40,180 44,237 43,751 40,319 40,772

GDP (B. USD) 406.09 483.05 601.08 541.74 700.61 821.85 903.46 964.52 991.19 1,079.95
Labor Force 
(Thousands)

597,379.73 608,311.16 618,275.15 632,397.12 699,763.13 709,793.81 717,525.77 721,950.46 N/A N/A

Lending Interest Rate 8.64 8.64 10.98 10.98 2.06 10.08 8.64 6.39 5.85 5.85

PCI (USD) 347.06 408.12 502.40 448.16 574.04 666.81 726.14 768.12 782.44 N/A

Population 1,170.10 1,183.60 1,196.40 1,208.80 1,220.50 1,232.50 1,244.20 1,255.70 1,266.80 N/A

Unemployment Rate 2.30 2.30 2.60 2.80 2.90 3.00 3.00 3.10 N/A N/A

WPI 3.54 6.34 14.58 24.24 16.90 8.32 2.80 -0 .80 -1 .40 0.30
Productivity of Labor 
(USD)

679.79 794.08 972.18 856.65 1,001.21 1,157.87 1,259.13 1,336.00 N/A N/A

Source: IMF, International F inancia l S ta tistics, Various Editions
* V นา-Li



58

3. Investment C limate

China has been attracting more and more inward FDI as the time  

passes. Th is should be a result o f the country ’s policy o f openness and 

libera lization. W ith the policy to open the country w ider, China has reformed a 

num ber o f laws and regulations.

For instance, the country has reformed its fo re igne r’s income tax law in 

1990 to encourage more FDI to the country. A lso, in late 1990, the country set 

up Padong New econom ic A rea in Shanghai to a ttract advanced technolog ica l 

businesses and financia l industries. เท 1992, the country announced its 

socia lis t m arket econom y policy to the public. By the policy, investors were  

informed tha t the market was going to be more opened. เท addition, the  

country has expanded its various types o f special econom ic zones throughout 

the country in o rde r to a ttract more FDI through various forms o f incentives  

offered to investors.

During the time, major sources o f investors in China are Hong Kong 

SAR, Japan, Taiwan, United States, European Union, S ingapore, and Korea, 

respectively. Hong Kong and Taiwan are major investors in the country as it is 

located really close. Moreover, they share s im ila r language, culture, and 

belief.

FDI in China is concentrated in manufacturing, a lm ost 60% . Next are 

real estate, d istribution, construction, and primary. (IMF, 2002) 

Geographica lly, foreign investments in China are concentra ted in the east and 

south coast area. One reason is as the result o f the coun try ’s policy to control 

the spread o f free econom ic activities by establishing Specia l Econom ic Zone
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in some specific  area. Meanwhile, another reason fo r the concentra tion is the 

poor in frastructure and fac ilities in deeper areas.

Figure 1: Foreign D irect Investment in China during 1991-2000

M illio n  USD

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Year

Source: UNCTAD, W orld Investment Reports

The investm ent inflows to China would not only aim  to serve the huge 

dom estic dem and, but also to approach a lower production cost. Some flows  

to China are expected econom y o f scope, and transactiona l cost reduction. 

Tseng and Zebregs showed in the ir study in 2002 tha t approximate ly 50 

percent o f ch ina ’s exports are foreign affiliate products.

A no the r rem ark fo r FDI in China is the geographica l pattern o f 

d istribution. More than 80 percent o f d irect investment inflows to China settle  

in the eastern region. The reason o f the concentration is that, in the early  

develop ing period, China chose to reform its d iffe ren t polic ies in d iffe ren t
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selected area o f the country and the eastern region was selected firs t to serve  

the coun try ’s openness policy. (Tseng and Zebregs, 2002)

Table 13: M ajor Investors in China

บทit: Percent o f total

1991 1995 1999

Hong Kong SAR 55.3 53.4 41.0

Japan 13.1 8.5 7.2

Taiwan, Province o f China 10.1 8.4 6.5

United States 7.1 8.2 9.9

European Union 5.7 5.7 11.0

S ingapore 1.2 4.9 6.2

Korea 0.0 2.8 3.0

O ther 7.5 8.2 15.1

Source: S tatistica l Yearbook o f China, cited by IMF

Most o f FDI are concentrated in m anufacturing industry, estate  

industry, and d istribu tion industry. More than a ha lf o f the flows are directed  

toward labor-in tensive production, textile, clothing, food, fo r instance. (Tseng  

and Zebregs, 2002)
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4. FDI and M ajor Econom ic Factors Relationship

4.1 M arket S ize Flypothesis

During the yea r 1991 -  2000, the economy had expanded rapidly with  

the grow th o f 265.94%  in GDP and 225.45%  in Per Capita Income. 

Meanwhile, the va lue o f inward FDI had increased by 933.85% . From these  

statistics, an increase in the coun try ’s market size is positive ly related to the  

coun try ’s inward FDI w ith m ultip lie r e ffect more than 1.0. Th is assumption is 

confirmed by the study o f corre la tion coeffic ients among the factors.

By review ing ch ina ’s major econom ic factors during 1991-2000, the  

corre la tion coe ffic ien ts support the study ’s market-s ize hypothesis. The study  

reports positive re la tionships between the country ’s inward FDI and its proxies 

fo r m arket size, e ithe r GDP, or GDP per head. The corre la tion coeffic ien t 

between the coun try ’s inward FDI and the country ’s GDP is 0.85. Meanwhile, 

the corre la tion coe ffic ien t between the country ’s inward FDI and its GDP per 

capita is 0.90.

Flowever, when the study is investigated fu rthe r re la tionship, by 

m easuring the re la tionship between the grow ths o f the factors, to reaffirm  the  

re la tions among the factors, the study report only a m oderate relation  

between the coun try ’s grow th in market size and the coun try ’s growth in 

inward FDI. The corre la tion between the country ’s inward FDI grow th and its 

GDP grow th equa ls to 0.42. Th is supports the market size hypothesis tha t the  

bigger size o f an economy. Meanwhile, the corre lation between the coun try ’s 

growth in inward FDI and its per capita income equals to 0.41. As a result, the
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positive relation between the coun try ’s inward FDI and the coun try ’s size of 

market cannot be rejected.

Accord ing to the corre la tion coeffic ients reported above, the study  

concludes tha t the market-s ize if the country is positively related to the value  

o f inward FDI to the country. This implies tha t an increase, or a decrease, in 

the coun try ’s inward FDI is happened in the same time tha t w ith an increase, 

or decrease, in the coun try ’s purchasing power. However, the study cannot 

strongly confirmed the market-s ize hypothesis in the case o f China as the 

study reports only a moderate correlation between the country 's growth in 

inward FDI and the coun try ’s growth in market size.

Figure 2: C h ina ’s G rowth in inward FDI, GDP, Per Capita Income, and 

Population during 1991-2000

Percent

|—*— FDI Growth —K— GDP Growth —I—PCI Growth —«—Population Growth]
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4.2 Cost Hypothesis

เท te rm s o f cost, the study reports that, during 1991-2000, the study ’s 

cost hypothesis is not supported in the case o f China. Th is is because the  

corre la tion coe ffic ien t between the countries ’s inward FDI and its proxy, e ither 

one-year lending in terest rate or W PI, fo r cost are weak. The corre lation  

coe ffic ien t between the country 's inward FDI and its in te rest rate is reported at 

only -0.20 wh ils t the coe ffic ien t between the country ’s inward FDI and W PI is 

as small as -0.11.

Moreover, the study o f the re lationship between the coun try ’s growth in 

inward FDI and its cost proxies still report the inconclusive re la tionship. The  

corre la tion coe ffic ien t between the country ’s growth in inward FDI and its 

in terest rate is reported at 0.32. Nevertheless, the study reports a positive  

relation o f 0.55 between the grow th o f inward investment to the country and 

its grow th in W PI.
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Figure 3: C h ina ’s grow th in inward FDI, labor force, In te rest Rate, and WPI 

during 1991-2000

Percent

|— FDI Growth — Labor Force Growth — Lending Interest Rate — WPI~|

Figure 4: Ch ina ’s grow th in inward FDI, and Productiv ity o f Labor during 1991- 

2000

Percent

I—A—FDI Growth Productivity Growth]
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As a result o f the coeffic ien ts computed, the negative relation o f the  

cost hypothesis is not supported by the study. This brings to an interesting  

point tha t cha llenges whe ther the hypothesis is not supported only in the case  

o f China or th roughou t the sampled nations.

4.3 Export hypothesis

By observing the re la tionship between the coun try ’s export proxies, 

which is the coun try ’s export value, during 1991-2000, the study has to  

exclude the data prio r to the year to the country ’s currency deva luation in 

1993. Th is is because the approximate ly 33% devaluation in Chinese Yuan  

cam d isto rt the re liab ility o f the relation.

A fte r exclud ing the data, 1991-1993, the study reports tha t the export 

hypothesis is supported. The hypothesis is supported by the corre lation  

coe ffic ien t between the coun try ’s inward FDI and its export value. The  

corre la tion coe ffic ien t is reported at 0.51. Moreover, the relation is also  

supported by the corre la tion coeffic ien t between the coun try ’s growth in 

inward FDI and the coun try ’s growth in exports. The coe ffic ien t is reported at

0.60.

The above results do not only support the s tudy ’s export hypothesis, 

but a lso imply tha t the Chinese governm ent policy in attracting FDI fo r export 

promotion is im plem ented successfully. This is a lso cons is ten t to the  

characteris tics o f fore ign investment in the country described in the previous  

section tha t fore ign a ffilia tes, located in various specia l econom ic zones, take  

a considerab le role in the coun try ’s export performance.
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เท addition to the export values, the coun try ’s exchange rate is another 

proxy fo r export hypothesis. However, as China applies a fixed exchange rate 

regime, the m ovem ent o f the country ’s exchange rate is m in im al during the  

period. As a result, the study would not investigate and report the re lationship  

between the coun try ’s exchange rate and its inward FDI.

F igure 5: C h ina ’s inward FDI, and Export during 1991-2000

Export Growth FDI Growth I
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Figure 6: Ch ina ’s inward FDI, and Exchange Rate during 1991-2000

Percent

[—♦— Exchange Rate Growth —A— FDI Growth I

4.4 O the r determ in ing factors

Besides the th ree hypotheses described, there are many o ther factors  

that a ffec t the coun try ’s attractiveness fo r foreign d irect investment. One  

remarkab le fac to r is the fac t tha t the country is entering to W TO  in 2002. As  

described in the previous chapter, the country ’s accession to W TO  arouses  

investors ’ in te rest and brings about confidence to in te rnationa l investors as 

when the country enters to W TO  system , regulations custom  procedures and  

trade barriers m ust be removed not long later. This would la ter create a better 

econom ic env ironm en t fo r international investors, leading to a lower cost. As a 

result, investors should be more competitive in global com m un ity and enjoy  

higher pro fit from  investment.

Besides tha t attractiveness, nevertheless, the country is commented  

fo r some inferiors. The governm ent’s transparency and anti-corruption



6 8

practice is one o f the factors that destroy investor confidence. Tseng and 

Zebregs reports in 2002 tha t China is graded rela tive ly low, 3.5 out o f 8, by 

Transparency In ternationa l Corruption Index.

To รนทา up, China has so many advantages aga inst o the r countries in 

te rms o f location advantage. The study concludes tha t the country market 

size, low production cost, and the growth in productiv ity o f labor are sign ificant 

determ inants o f inward o f FDI. However, the country export vo lume is not 

found as the determ inant.

5. Conclusion

By review ing the Chinese data during 1991-2000, the market size  

hypothesis, the cost hypothesis, and the export hypothesis o f the study have  

been supported. The study found high correlation between inward FDI to the  

country and econom ic indicators, such as GDP, PCI, and export value.

The study reports a strong positive relation between the country market 

size, e ithe r measured by GDP or PCI. However, the grow th o f market size is 

ju s t m odera te ly related to the growth o f FDI.

เท terms o f cost hypothesis, the study reports an inconclusive relationship  

between the coun try ’s inward FDI and the country ’s cost o f funding. This is 

because dom estic  in terest rate does not really a ffect investors ’ cost o f funding  

d irectly as investors can globally finance the ir projects. เท addition, the study  

reports a positive re la tionship between the country ’s inward FDI and the  

coun try ’s W PI grow th, which is consistent to the assumption.
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The export hypothesis is supported by a strong positive relation  

between the coun try ’s export value and the coun try ’s inward FDI. 

Meanwhile, the corre la tion between the value o f inward FDI and the  

coun try ’s exchange rate also supports the assumption tha t the weakening  

exchange rate should encourage more FDI.

As a result, the study concludes tha t the increasing inward FDI is 

supported by the strong econom ic growth, supported by huge and 

expanding m arket size, low cost o f production, grow ing export value, and 

the deprecia ting exchange rate. A lso, the country has become more  

attractive to in te rnationa l investors as it is opening the econom y to the  

global investor and entering W TO. This is ano ther strong attribute that 

determ ines a high grow th in inward FDI to the country.
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Hong Kong

1. H istorica l Background

Hong Kong, a Special adm in istrative Region (SAR) o f China, is 

fo rmerly a British colonia l area, according to a hundred-year rental contract 

signed by the British governm ent and the Chinese. A fte r a hundred year 

under the adm in istra tion o f the British government, the country had been 

developed in the British-style. As a result, a number o f Hong Kong people can 

speak fa irly good English. A lso, the country 's technology and business’s 

culture is leaned to the western style, rather that Asian-style . However, the 

agreem ent o f rental has ended in 1997, so the island is returned to be a part 

of the m ain land ’s Chinese government.

Neverthe less, the two parties agree to allow Hong Kong to retain its 

econom ic and legal system  fo r another 50 years. Th is is to ensure tha t the  

changes would be carried out effic iently and the market is not affected by the  

paradigm  shift.

A fte r the year, when Hong Kong was merged to China and transformed  

its politica l structure to a Special Adm inistrative Region (SAR), the island is 

governed by a policy called “one country, two system s” . The policy aims to 

a llow  Hong Kong governm ent to adm inistrate the island by the democracy  

system , under a supervis ion o f the Chinese government, who govern the  

whole country by the socia lism  system.

As a result o f the policy to a llow Hong Kong to retain its governing style 

and free market system , the country can maintain its status as a financia l
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cen te r o f the region. A lso, Hong Kong has been able to a ttract more and more 

inward investment.

2. Econom ic Environment

During the years o f 1991-2000, the economy o f Hong Kong has passed  

through the expansion and the contraction. The country recorded a high 

growth, in double digits, fo r many years in early 2000s. เท average, 1991- 

1997, the econom y has grown up by 12.92% each year. However, as a result 

o f the Asian econom ic crisis, the economy contracted by 8.63%  in 1998 and 

2.62%  in 1999. Fortunately, the country has recovered from  the recession  

only in two years a fte r the crisis. เท 2000, the country reports a GDP growth o f 

2.73% .

เท term s o f trade and investment, becom ing a Specia l Adm in istra tive  

Region, SAR, o f China, increased the country ’s performance in exports and 

inward FDI. Accord ing to tab le 14, the country reports a high grow th o f inward  

FDI during 1998-2000. A lso, the value o f intra-trade between Hong Kong and 

China heads up rapidly as a number o f companies in Hong Kong expand its 

market segm ents to the mainland. (UNCTAD, 2001) A lso, a number o f 

foreign com panies initiate the ir affilia tes in Hong Kong to test the market 

before com ple te ly competing in the mainland. (UNCTAD, 2001) Neverthe less, 

it is expected tha t Hong Kong’s role as an entrant city fo r investm ents in the  

mainland w ill s lightly drop off. Inward investment to Hong Kong w ill change  

again in these few  years. (IMF, 2002)



Table 14: Hong Kong ’s Econom ic Ind ica tors

Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 7.77 7.74 7.74 7.73 7.74 7.73 7.44 7.75 7.76 7.79

Export (M. USD) 98,580 119,510 135,250 151,400 173,750 180,750 188,060 174,000 173,890 201 ,860

FDI (M. USD) N/A N/A N/A N/A N/A 10,460 11,368 14,776 24,596 61,938

GDP (B. USD) 86.09 100.64 115.96 130.82 139.22 154.12 177.91 162.55 158.30 162.62
Labor Force  
(Thousands) 2,850.70 2 ,850.90 2 ,931 .63 3,029.56 3,100.21 3 ,183.13 3 ,288 .34 3,524.66 0.00 0.00

Lending Interest Rate 8.50 6.50 6.50 8.50 8.75 8.50 9.50 9.00 8.50 9.50

PCI (USD) 14,971.67 17,321.55 19,587.40 21,658.31 22,601.11 23,783.74 27,119.94 24,480.45 23,556.31 23,914.61

Population 5.75 5.81 5.92 6.04 6.16 6.48 6.56 6.64 6.72 6.80

Unem ploym ent Rate 1.80 2.00 2.00 1.90 3.20 2.80 2.20 4.70 6.30 5.00

WPI 3.40 5.30 6.00 8.20 11.30 6.30 6.20 3.20 -4.60 -4.20
Productiv ity o f Labor 
(USD) 30,198.56 35,300.56 39,553.86 43,179.91 44,907.60 48,417 .37 54,102.25 46,117.99 N/A N/A

Source: IMF, International F inancia l S tatistics, Various Editions
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By this, the study reports a well-performed econom ic environment of 

the country during the early 2000s. A lso, the country can provide exchange  

rate stability fo r econom ic agents through its currency board system. 

Nevertheless, the unem ploym ent rate o f the country had been fluctuated from  

1.80% in 1991 to 6.3%  in 1998 as a result o f econom ic cris is and the 

coun try ’s econom ic contraction.

3. Investment C limate

The Hong Kong Special adm in istrative Region provides investors with 

opened and free market. The country offers no incentives and dis incentives  

fo r foreign investors. (DOC, 1999) Moreover, the country does not impose any 

direct subsid ies to dom estic industries. เท addition, the country does not 

impose tax on capita l gains, d iv idends and royalties. Besides, profits from  

investment can free ly convert and rem itted. (DOC, 1999)

เท term s o f trade, the country collects no ta riff on imports. A lso, the  

country does not im plem ent any system  of quotas, and non-ta riff barriers to 

protect its dom estic industry. The country, furthermore, encourage investment 

with no lim itation on currency exchange and transfer. A  few  restrictions are 

applied in only few  sectors fo r security reasons. (DOC, 1999)

From statistics, in 1996, FDI towards Hong Kong accounts for 

approximate ly six thousands m illion แร dollars. The main sources of 

investment were Japan, U.S.A., China, U.K., and The Netherlands. The  

investment is d is tributed all over its area. Most o f them  are d irected to
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techno logy in tensive and capita l intensive as Hong Kong ’s natural resources  

and m arket size is lim ited. Hong Kong has promoted high valued added  

productions to com pete the world. However, Hong Kong ’s role as an entrant 

city fo r investments in the mainland is expected to s lightly drop off. Inward 

investment to Hong Kong w ill change again in these few  years. (IMF, 2002)

เท addition, in 1997, there were 2,530 foreign com panies operated in 

Hong Kong. Am ong those, 924 affilia tes were presented as regional 

headquarters o f companies. Major headquarters are American, Japanese, 

and Chinese companies. Meanwhile, major lines o f businesses are trading, 

finance and banking, manufacturing, and transports and related services.

Table 15: Foreign Investment in Hong Kong in 1996

Country
Number o f 

Investments

Investment 

(US$ Million)

Japan 142 2,323

USA. 77 1,648

China, Mainland 31 337

U.K. 39 309

The Netherlands 11 281

Total 483 6,150

Source: The Governm ent o f Hong Kong Special Adm in is tra tive  Region: Invest 

Hong Kong [InvestHK ]
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Figure 7: Foreign D irect investm ent in Hong Kong during 1991-2000

Million USD

Source: UNCTAD, W orld Investment Reports

Major sources o f investors in Hong Kong are Hong Kong SAR, Japan, 

Taiwan, United S tates, European Union, S ingapore, and Korea, respectively. 

Hong Kong and Taiwan are major investors in the country as it is located  

really close. Moreover, they share sim ilar language, culture, and belief.

4. FDI and Major Econom ic Factors Relationship

4.1 Market S ize Hypothesis

By review ing Hong Kong’s econom ic data during 1996-2000, the 

study ’s market-s ize hypothesis is not supported as the corre la tion coeffic ients  

computed from  the coun try ’s inward FDI and its proxies fo r m arket size are
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very weak. The corre la tion coeffic ient between the coun try ’s inward FDI and 

its GDP lies at -0 .1 0 . Meanwhile, the corre lation between the coun try ’s inward  

FDI and the country PCI equals to -0 .37 .

Flowever, it is necessary to remark that the data o f the country studied  

is lim ited only in the year 1996-2000. The period is a re la tive ly short period, 

compare to o ther nations. A lso, a half o f the period is dom inated by effects o f 

Asian crisis. As a result, the study ’s results may be less unre liable, compared  

to o ther cases.

เท addition, the study conducted deeper to investigate the relation  

between the investm ent growth and the growth of m arket size. The results are 

sim ilarly weak. The corre la tion coeffic ients are reported as small as -0.17, 

e ithe r measured by GDP or PCI. The small negative corre la tion coeffic ients  

among the factors are a result o f a huge increase in the coun try ’s inward FDI 

during the year o f the econom ic recession in late 2000s. This should imply 

that the impacts o f contracted market size on inward FDI is o ffse t by the  

coun try ’s o ther a ttractions, such as the country ’s reunion and the country ’s 

gateway position.
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Figure 8: Hong Kong’s Growth in inward FDI, GDP, Per Capita Income, and

Population during 1991-2000

j—A—FDI Growth —*— GDP Growth -H—PCI Growth Population Growth I

4.2 Cost Hypothesis

เท term s o f production cost, the study reports tha t the coun try ’s interest 

rate and who le sale price index are not supported by any strong correlation  

between the coun try ’s interest rate to the country ’s foreign d irect investment, 

with the corre la tion coeffic ien t o f 0.44. This is contrast to the basic assumption  

of the study tha t an increasing cost o f funding should be a negative  

determ inant o f inward FDI to the country. However, th is is exp la inab le by the  

fact that, in th is g lobalized world, investors have so many cho ices fo r the ir 

sources o f funding, particularly fo r those in developed countries. (Major 

investors in Hong Kong are USA, UK, and the Netherlands.) As a result, an 

increase cost o f funding in a country should not a ffect investors ’ decision  

concern ing FDI.
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เท addition, the study reported ล negative corre la tion between the  

country W PI and it’s the value o f inward FDI to the country. The correlation  

coeffic ien t was at -0 .7 7 . Meanwhile, the growth o f inward FDI to the country is 

corre la ted w ith the coun try ’s inflation rate with the corre la tion coeffic ien t o f

0.18. Th is supports the study ’s hypothesis tha t an increasing cost o f 

production in Flong Kong negative ly determ ines the value o f inward FDI to the  

country. As a result, the study reaffirms that price stab ility o f the recip ient 

economy is a determ in ing facto r o f inward FDI in the case o f Flong Kong 

during 1991-2000.

Figure 9: Hong Kong ’s grow th in inward FDI, labor force, In te rest Rate, and 

WPI during 1991-2000

Percent

| — FDI Growth — Labor Force Growth —«—Lending Interest Rate — WPI  I
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Figure 10: Hong Kong’s growth in inward FDI, and Productivity of Labor

during 1991-2000

4.3 Export hypothesis

As Hong Kong is a small country, and depends highly on international 

activities, the study d iscovers a positive relationship between the inward FDI 

to the country and its export value with the corre lation coe ffic ien t o f 0.75. 

Meanwhile, the corre la tion coeffic ien t between the FDI grow th o f the country  

and its export grow th lies at 0.77. The coeffic ients support the study ’s export 

hypothesis o f the study. Th is is also consistent with the fact tha t Hong Kong is 

a m ajor trade r in the region and investors can cheaply export products from  

Hong Kong. As a result, it brings to a conclusion tha t a h igher value of 

exports makes Hong Kong become more attractive to internationa l investors, 

leading to an increase in inward FDI to the country.
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เท te rm s o f exchange rate, the study reports tha t the depreciation of 

Hong Kong ’s do lla r is positive ly correlated inward FDI o f the country. The  

corre la tion coe ffic ien t between the growth o f inward FDI and the exchange  

rate is 0.48. However, tha t between the FDI growth and the depreciation rate 

is not s ign ifican t a t 0.18. Hence, these coeffic ients do not support the  

hypothesis.

By the statistics, the study reports the supportive information to the  

study ’s export hypothesis tha t an increasing export va lue o f the country  

positive ly determ ines the coun try ’s inward FDI. However, a depreciating o f the  

country ’s currency exchange rate is not confirmed tha t a weaken ing exchange  

rate can lead to an increasing in inward FDI in the case o f Hong Kong during

1996-2000.

Figure 11: Hong Kong ’s inward FDI, and Export during 1991-2000

I — Export  Growth" FDI Growth"]
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4.4 O the r determ in ing factors

Though, m arket size hypothesis, e ither measured by GDP or PCI, and  

The coun try ’s cost o f production were not found as s ign ifican t determ inants o f 

inward FDI in Hong Kong, the study found that there are several supporting  

factors tha t make Hong Kong, which is a small GDP country, w ith fluctuations  

in prices, is a prime destination fo r foreign d irect investment.

Hong Kong has attracted a large amount o f FDI as its h igher level o f 

accountab ility com pared w ith o ther nations in the region. Its fo rm er western  

governm ent had provided reliability and fine regulations fo r foreign investors. 

(IMF, 2002) Its exchange rate regime adds more confidence. Even during the  

crisis, the skillfu l o ffic ia ls coped w ith the situation very well. The island can 

maintain its sta tus as a financia l center o f the region. The banking system still 

performed very well, wh ile  the banking capita lization remained well above the  

Basel standards. (IMF, 2002) Hence, the country can gain a sign ificant level 

o f confidence from  internationa l investors.

Furthermore, Hong Kong’s government is promoting its attractions to 

in ternationa l investors to invest d irectly in the area. Besides the confidence  

tha t the offic ia ls had shown to investors how well they managed the country in 

crisis moment, Hong Kong is very attractive destination fo r foreign direct 

investm ent as its re la tive ly low tax rate, prime location fo r business  

settlement, m arke t condition, and abundant skillful labor.
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Figure 12: Hong Kong’s inward FDI, and Exchange Rate during 1991-2000

Percent

Hong Kong charges business-earning tax only 16%, which is relatively  

low com pare to its neighbors. (DOC, 1999) Moreover, the profits gained from  

running the business can be transferred outside the te rrito ry unconditionally. 

No capita l gain tax w ill be charged. No national d iscrim ination against foreign  

investors is found. Moreover, bureaucratic procedures are equally transparent 

fo r both local and foreign investors. Red-tape procedure is not reported. 

(DOC, 1999)

Besides, Hong Kong is located in the m iddle o f North Asia and South  

East Asia, and very close to China. Hence, it is easy fo r businessmen to travel 

among im portan t cities; namely, China, Japan, Korea, S ingapore. 

In frastructures in Hong Kong have been well deve loped. Hong Kong ’s 

in ternationa l a irport is regarded as one o f the prime and busiest aviation  

centers in the world. (The Government o f Hong Kong Specia l Adm in istra tive  

Region: Invest Hong Kong [InvestHK], 2002) The location also a llows the SAR
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to develop a num ber o f China-specia lists. Its merging w ith the mainland helps 

businesses tha t invest and produce in the island d istribute the ir product to the  

mainland eas ie r and cheaper. (InvesHK, 2002)

Regarded as one o f the freest markets in the world, Hong Kong 

becomes more a ttractive fo r competitive firms. The island offers no incentives  

or subsid ies to investors, no matter what nationality he is. For international 

trade, the country is free from  all duties. No ta riff and non-ta riff barrier is 

applied. No Value-added tax, VAT, is charged as well. Thus, the price o f items 

on the island is re la tive ly low, compared to others. Moreover, it is reported  

tha t the coun try ’s governm ent is clean, free from corruption. (DOC, 1999) As 

a result, entrepreneurs can fu lly enjoy the ir business challenges by no 

concerns o f illegal competition or extra-expense. (InvestHK, 2002)

เท term  o f human resource, Hong Kong is a pool o f skillfu l labor. People  

o f the SAR are computer-literate, flexib le and entrepreneuria l. The 

governm ent s trong ly prom otes competitive, productive, and know ledge based 

workfo rces to d iffe ren tia te  itse lf from the mainland. (InvestHK, 2002)

The United S tates tha t the country can exercise it inte llectual property  

laws successfu lly (DOC, 1999), which can encourage the investment climate  

and do not destroy its opportun ity to trade unconditionally w ith the US.

The e ffic ien t capita l market o f Hong Kong highlights the country ’s 

attractiveness. The governm ent allows perfect mobility o f capital, w ith non

intervention policy. The regulations and legal environment are well designed. 

(DOC, 1999) The private sectors have various financia l instruments to 

choose. Accounting system  is transparent and consistent w ith the

internationa l standard.
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Moreover, Hong Kong is regarded as a politica lly stab le nation. There  

has been no m ajor socia l unrest a fte r the China ’s Cultura l Revolution.

For in te rnationa l trade, Hong Kong has specia l trade agreem ents with 

12 nations; namely, Austra lia , Austria, Belgium, Denmark, France, Germany, 

Italy, Japan, the Netherlands, New Zealand, Sweden, and Sw itzerland. It is 

now negotia ting fo r agreem ents w ith Canada, Korea, S ingapore, Thailand, the 

United States, and V ie tnam . (DOC, 1999)

5. Conclusion

เท conclusion, the study o f correlation coeffic ien ts among the factors, 

the m arket size hypothesis and the cost hypothesis are not strong ly supported  

fo r the case o f Hong Kong though a negative corre la tion between the  

coun try ’s W P! and inward FDI is reported. A  huge volume o f the inward FDI to 

the country during its recession is explained tha t it is a im ing to test the  

Chinese mainland m arket rather than the local market. However, the results 

support the hypothesis tha t an increase in exports is positive ly related to the  

increasing value o f inward FDI to the country.

Besides the hypothesis, the study discovers tha t Hong Kong is very  

attractive to in ternationa l investors as its geographical location and political 

status. Geologically, Hong Kong is located in a m iddle o f the region and can 

easily connect to o ther countries. Moreover, as the country was colonized by 

the British governm ent and later turned to a special adm in istra tive region o f 

China. By this, the country does not only gain market cred itab ility in terms o f 

business standard, but the country also turns to be a potentia l gateway to the
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Chinese main land market. Hence, investing in Hong Kong should allow  

investors to learn abou t contem porary Chinese com m erc ia l practices and 

regulation before getting to the traditiona l one tha t require more skills, 

connections, and m arket understanding.

เท addition, Hong Kong attracts a huge vo lum e o f FDI as it provides  

investors w ith business confidence, e ither in terms o f econom ic stability or 

business reliability. FDI in Hong Kong is also encouraged by its liberalized  

economy, free trade, skilled labor, and e ffic ient financia l and capita l markets.
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Indonesia

1. H istorical Background

Indonesia achieved independence from  the Netherlands in 1949. Since 

then afterwards, the country has govern under the law  o f democracy. 

However as the country are divided into groups o f Christian and Muslim , the  

whites and the natives. The country has been grow ing up under the shade of 

rebellion, and socia l unrest.

The governm ents are also not Current issues include: implementing  

IMF-mandated reforms o f the banking sector, effecting a transition to a 

popularly e lected governm ent a fte r four decades o f authoritarian ism , 

addressing charges o f cronyism  and corruption, holding the m ilitary  

accountab le fo r human rights vio lations, and resolving grow ing separatist 

pressures in Aceh and Irian Jaya. On 30 August 1999 the people o f T imor 

overwhe lm ing ly approved a provincial referendum fo r independence. 

Concurrence fo llowed by Indonesia 's national legislature, and the name East 

T im or was p rovis iona lly adopted. The independent status o f East T im or has 

ju s t been formally established.

2. Econom ic Environment

Indonesia, a nation with a number o f interest and politica l groups, faces  

severe econom ic prob lem s during the late 2000s. P rior to that, the country  

had been grow ing continuously in terms o f econom ic performance. The
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coun try ’s GDP had increased by a lm ost 100% from  1991 to 1997. However, 

in 1997, the country reports the growth o f -5.11%  in 1997. W orse, w ith the 

244% depreciation in the country ’s exchange rate in 1998, its GDP dropped  

severe ly by -55.76% .

By this, the country encountered w ith dom estic socia l dilemma, 

stemm ing from  secess ion is t movements, rebellion, and socia l d isorders. 

Mainly, the movements were against the country ’s politica l leaders and his 

in terest groups.

During the time then, Indonesia government could provide investors 

with the low  level o f security, the lack o f reliable legal recourse in contract 

disputes, corruptions, and weaknesses in the banking system . Moreover, 

according to tab le 16, the country is not very successful in provid ing econom ic  

stability fo r investors. For example, its exchange rate has been fluctuated  

dram atica lly during the recent years, whilst the W hole Sale Price Index has 

been fluctua ted as well. As a result, investors’ confidence remained low and 

investors pulled out the ir investment under these c ircumstances.

Even the Indonesian economy has reported the grow th o f 8% in 2000, 

it is regarded as “not susta inab le” as it m ight be only short-term  recovery  

induced by high world oil prices, a surge in non-oil exports, and increased

dom estic demand fo r consum er durable.



Tab le  16: Indonesia ’s Econom ic Ind ica tors

Category
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 1,950.30 2 ,029.90 2,087.10 2 ,160.80 2,248.60 2,342.30 2 ,909 .40 10,013.60 7,855.20 8 ,421.80

Export (M. USD) 29,142 33,967 36,823 40,055 45,417 49,814 53,443 48,847 48,665 62,124

FDI (M. USD) 1,482 1,777 2,004 2,109 4,348 6,194 4,677 -356 -2,745 -4,550

GDP (B. USD) 116.62 128.03 158.01 176.89 202.13 227.37 215.75 95.45 141.31 153.26
Labor Force  
(Thousands) 78,455 80,704 81,447 83,848 85,738.00 89,327 91,247.00 92,735 N/A N/A

Lending Interest Rate 25.53 24.03 20.24 17.10 18.85 19.22 21.82 32.15 27.66 18.46

PCI (USD) 642.98 693.96 842.25 927.67 1,037.90 1,155.28 1,079.44 466.91 681.19 728.09

Population 181.38 184.49 187.60 190.68 194.75 196.81 199.87 204.42 207 .44 210.49

Unem ploym ent Rate 0.03 0.03 0.03 0.04 0.04 0.04 0.05 0.05 N/A N/A

WPI 5.10 5.50 4.10 6.20 12.20 6.20 8.20 91.90 0.00 0.00
Productiv ity o f Labor 
(USD) 1,486.50 1,586.39 1,940.00 2 ,109 .63 2,357.55 2 ,545.36 2 ,364.43 1,029.23 N/A N/A

Source: IMF, International F inancia l S ta tistics, Various Editions
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As a result, it is necessary fo r the study to be aware o f such a dramatic  

change in the Indonesian economy. The study, hence, w ill have to illustrate  

the re la tionships between the country ’s inward FDI and econom ic factors both 

during the whole period o f 1991-2000 and, by exclud ing the data during the  

crisis, only during the period o f 1991-1996 in order to provide readers w ith  

c learer pictures.

3. Investment C limate

The financia l crisis also dropped Indonesians’ purchasing power. The  

exchange rate vo la tility hurts business profit and confidence. Moreover, 

Indonesian ’s g rea t confusion and social d isorder expel thousand o f investors  

and investment projects.

The Indonesian government, hence, put high a ttem pt to a ttract foreign  

investment. Severa l new regulations were proposed to ease the entry o f 

foreign firms. Sectors have been opened fo r international investors to acquire  

dom estic businesses by the governm ent approval. As a result, Indonesia ’s 

FDI in flow  rose from  -4 ,5 5 0  m illions o f dollars in 2000 to -3 2 7 7  m illions in 

2001. Most o f investments are directed to labor-intensive industries, chem ical 

industry - in c lu d in g  oil production, and consumer products. (Destination  

Indonesia Network, 2002) Japan is the b iggest cumulative source o f FDI, take  

a share o f approxim ate ly 20 percent o f the total. The o ther main sources o f 

investor are the U.K., Hong Kong, S ingapore, The บ .ร., The Netherlands, 

Taiwan, and South Korea. (DOC, 1999)
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Figure 13: Foreign D irect Investment in Indonesia during 1991-2000

Million USD

Y e a r

Source: UNCTAD, W orld Investment Reports

4. FDI and M ajor Econom ic Factors Relationship

4.1 M arket S ize Flypothesis

Econom ic and FDI data o f Indonesia during 1991-2000, the study  

found tha t the m arket size hypothesis is strongly supported in the case o f 

Indonesia. Both GDP and PCI are highly corre lated with the coun try ’s inward  

fore ign d irec t investment. The corre lation coeffic ient between the inward FDI 

to the country and its GDP is 0.66. Meanwhile, the coeffic ien t between that to 

the PCI o f the coun try is as high as 0.74. By excluding the data during the  

crisis, the study reports stronger coeffic ients o f 0.92 fo r the relationship  

between the coun try ’s inward FDI and the country ’s m arket size, e ither 

measured by GDP o r PCI. The coeffic ients, hence, support the valid ity o f
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m arket size hypothesis tha t the b igger market size o f the country takes part in 

encourag ing h igher level o f inward FDI to the country.

However, the study found tha t the market size o f the country has been  

fluctuated during the late 2000s, resulting in a negative re la tionship between  

the coun try ’s grow th in market size and the country grow th in inward FDI. The  

corre la tion coe ffic ien ts were -0.41 fo r the rela tionship between the coun try ’s 

growth in inward FDI and the country ’s growth in market size, e ithe r measured  

by GDP or PCI. W hen the study excludes the data during 1998-2000, the  

study then reports a moderate positive rela tionship between the coun try ’s 

growth in m arket size and the country ’s growth in inward FDI.

The results assure tha t the size o f the economy is positive ly related  

with its inward FDI to the country during the period. However, only providing  

bigger m arket size to investor is not enough to a ttract a s tab le grow th in 

inward FDI to the country, but it also necessary fo r the country to provide  

confidences to the investor bye stabiliz ing the econom ic grow th o f the country.
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Figure 14: Indonesia’s Growth in inward FDI, GDP, Per Capita Income, and

Population during 1991-2000

|—*̂-FDI~Growth —X— GDP Growth —I—PCI Growth —«—Population Growth I

4.2 Cost Hypothesis

เท term s o f cost o f production, it is noticed tha t Indonesian market 

provides investors w ith re la tive ly high cost o f funding. The average one-year 

lending in te rest rate during 1991-2000 was as high as 22.17% . This is 

because lending business in the economy has to counter a high credit risk, 

leading to a high cost o f services, resulting in a high charge. Meanwhile, the  

coun try ’s infla tion rate was quite stable, prior to the crisis. However, a fte r the  

crisis, the infla tion shot dram atica lly from 8.20 in 1997 to 91.90 in 1998 as a 

result o f the coun try ’s financia l and currency crisis.

By review ing the rela tionship between the coun try ’s lending interest 

rate and the coun try ’s inward FDI, the study reports the corre la tion coeffic ien t 

o f -0.33. M eanwhile, the coeffic ien t between the coun try ’s grow th in FDI and
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the coun try ’s in terest rate was -0 .4 5 . By excluding the data during the crisis, 

the study does not report much d ifferen t relations. Th is reflects tha t the  

increasing coun try ’s in terest rate destroys the country 's a ttractiveness to 

in ternationa l investors. However, the relations are not very strong as investors  

do not have to fund the ir investment by local borrow ing. Instead, they can 

fund the ir investm ent globally, depending on the costs o f funding.

เท addition, in terms o f W PI, the country is also successfu l in managing  

the econom y’s cost o f production to be quite constant during 1991-1997. 

However, as a result o f the currency crisis, the inflation o f the economy shot 

up from  8.20 in 1997 to 91.90 in 1998. By this, the study reports the negative  

corre la tion coe ffic ien t between inward FDI to the country and the W PI o f -

0.56. However, when the data during 1998-2000 was om itted, the relation is 

positive w ith the corre la tion coeffic ien t o f 0.51. This should reaffirm  the valid ity  

o f cost o f production hypothesis tha t a small and stable inflation should  

encourage more FDI in flow  to the country.

However, the coeffic ien t between the inward FDI grow th and the  

growth o f W PI is 0.49 during 1991-2000 and 0.29 during 1991-1997. By the  

coeffic ients, the re la tions are too weak to support the hypothesis tha t the  

coun try ’s increasing cost has any e ffects on the attractiveness o f the country  

to the inward FDI.

เท conclusion, the results o f the study do not strong ly support the cost 

hypothesis. However, the study reports that the increasing cost o f production  

would encourage investors to invest in the economy. However, the increase o f 

the cost will d is to rt the grow th o f inward FDI to the country. As a result, to 

attract h igher vo lum e o f inward FDI, it is suggested tha t the governm ent o f the
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country to provide m ultina tiona l enterprises w ith confidence through small 

stable in te rest rate and inflation rate.

Figure 15: Indonesia ’s grow th in inward FDI, labor force, In terest Rate, and 

W PI during 1991-2000

P e rc e n t

|— FDI Growth — ILabor Force Growth Lending Interest Rate — WPI I
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Figure 16: Indonesia’s growth in inward FDI, and Productivity of Labor during
1991-2000

|—*— FDI G row th P roductiv ity  G row th  I

4.3 Export hypothesis

Now, le t’s turn to the study o f export hypothesis. As there was a huge 

depreciation o f Indonesian exchange rate, then it is necessary fo r the study to 

om it the data o f export and FDI during 1998-2000 to provide a consistent 

analysis in the case o f Indonesia.

By review ing the data o f Indonesia during 1991-1997, the study’s 

export hypothesis is strongly supported. The corre la tion coe ffic ien t between  

the coun try ’s export value and inward FDI value was 0.90, compared to -0.29  

fo r the time horizonta l o f 1991-2000. Meanwhile, the study also reports a 

positive re la tionship between the country ’s growth in inward FDI and the  

coun try ’s grow th in export value with the corre lation coeffic ien t 0.51. This  

strong ly supports the export hypothesis that the coun try ’s strong export
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com petitiveness should take ล m agnificent role in encourag ing inward FDI to 

the country.

เท addition, the study o f the rela tionship between the depreciation of 

Indonesian ’s Rupiah and the coun try ’s inward FDI a lso supports the export 

hypothesis as well. The study reports a sign ificant positive re la tionship with 

the corre la tion coe ffic ien t o f 0.67. This means the depreciation o f the  

exchange rage takes part in determ in ing inward FDI to the econom y with a 

positive re la tionship.

Flowever, the study o f the relationship between the growth of 

depreciation and the grow th o f inward FDI to the econom y reports a negative  

rela tionship w ith the corre la tion coeffic ient o f -0.54. This is consisten t with the 

fact tha t the grow th o f inward FDI to the country is still increased even the 

exchange rate has depreciated in a smaller percentage, compared to a 

previous year. Th is reaffirm s the study ’s assumption tha t an increase in the 

country ’s grow th in inward FDI is not determ ined by how much the exchange  

rate has depreciated, but it depends on how stable the m ovem ent is.

As a result, the study reaffirms that, in attracting h igher grow th o f FDI 

to a country, all the country has to do is to provide stability to investors via the 

stable exchange rate.
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Figure 17: Indonesia’s inward FDI, and Export during 1991-2000

Figure 18: Indonesia ’s inward FDI, and Exchange Rate during 1991-2000

P e rc e n t

[—♦ —Exchange Rate Growth FDI Growth]
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เท conclusion, the study supports tha t export va lue and export growth  

o f the country is positive ly related to the coun try ’s inward FDI during the 

period. A lso, a deprecia ting exchange rate is reported as a supportive  

evidence fo r h igher FDI to the country. Flowever, an increasing exchange rate 

can d isto rt the coun try ’s a ttractiveness, resulting in a decrease in the  

coun try ’s inward FDI grow th. Flence, it is necessary fo r the governm ent to 

provide a stabilized and m anageable exchange rate to the markets.

4 .4 O ther determ in ing factors

The econom ic crisis in the region in 1997 forces the country to turn to 

IMF fo r assistance. G iving up the currency contro l led the Rupiah ’s 

substantia lly depreciation. The rising inflation, banks collapses, and socia l 

chaos are what fo llowed the situation. Several new regu la tions were approved  

to ease the entry o f foreign firms. International investors are allowed to 

acquire dom estic businesses by approval in many industria l sectors.

A t present, The Indonesian governm ent had cance lled out all capital 

contro l regulations. The Rupiah is now convertib le freely. Foreign investors  

are allowed to repatria te the ir profits and capita l unconditionally. The  

regulatory lift up help the country more attractive to the internationa l investors. 

(DOC, 1999)

Indonesian governm ent has signed many agreem ents to encourage  

in ternationa l trade fo r investors. The country has agreem ent w ith, fo r instance, 

Belgium , Denmark, France, Germany, Korea, and the Netherlands.



99
However, the obstacles o f FDI attraction fo r Indonesia are the low level 

o f security, unre liab le legal Drocedures and regulations. Politic ian ’ relative  

business pro tection made onward FDI toward Indonesia g rew  quite slowly. 

(DataConsult, 2002 and Chung and Lian, 2002)

5. Conclusion

เท conclusion, the results o f the study support the market size 

hypothesis, and export hypothesis in the case o f Indonesia during 1991-1997.

By the m arke t size hypothesis, the study reports a strong relationship  

between the coun try ’s size o f market, e ither measured by its GDP or PCI. 

However, in te rm s o f cost hypothesis, the study is not be able to support the  

re la tionship between the country ’s cost o f capital and the coun try ’s inward  

FDI. Th is reaffirm s the g lobal financia l markets and the fac t tha t investors can 

in ternationa lly funded. Nevertheless, the cost hypothesis is supported by the  

strong positive re la tionship between Indonesian’s productiv ity o f labor and the  

value o f inward FDI to the country.

เท addition, the study o f export hypothesis is reaffirmed by the  

re la tionship between the econom y’s exports and the inward FDI to the  

economy. Moreover, the study o f the country ’s exchange rate and the inward  

FDI to the country reaffirm s that a depreciating exchange rate is positively  

related to the va lue o f inward FDI. Meanwhile, a grow th o f depreciation rate  

should harm the coun try ’s a ttractiveness as it reflects the instability o f  the  

econom y and destroys investors ’ confidence. This conclusion is supported by 

the negative corre la tion coeffic ien t between the factors.



Neverthe less, the coun try ’s regulations and legal enforcem ent has 

discovered as determ inants o f inward FDI. Hence, in attracting more FDI, the  

country has to deregu la te and enforce the laws and regu la tions concerning  

in ternationa l investment. A lso, the country has to fa irly trea t businesses, no 

m atter the business has any connection w ith the coun try ’s politic ians or not. 

These are to provide investors w ith business security and confidence.
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Korea

1. H istorica l Background

As the country was governed by Japan prior to W orld W ar II, Japanese  

culture plays a s ign ifican t role in Korea society. A lso, Korea people are 

ambitious to deve lop the ir country to be as civilized as Japan. By the study of 

Pasuk, 1998, she stated tha t Korea fo llows Japanese model fo r country  

industria l deve lopment.

Later, a fte r W orld W ar II and Korean War, United S tates has come to 

substitu te the Japanese ’s roles. However, Korea, which has opened for 

assistance from  the States, has not fu lly followed the instructions o f the United  

States. The country chose to adapt the instruction fo r im port substitution  

policy by p roper governm ent interventions. Foreign investments are allowed  

with s trict cond ition to transfer technology to the local people. During 1990s, 

imports were strictly contro lled. Only those for export m anufacturing were  

allowed, w h ils t im prudent goods were prohibited.

Hence during 1990s, foreign investments in Korea are lim ited in only 

some industries, which is textile fo r example. Later, the governm ent eased the  

regulation and a llowed foreigners to invest in heavy industries such as 

construction, petrochem ica l, and electronics. However, the investments were  

settled mostly via licensing and jo in t venture.

Thereafter, South Korea achieved rapid econom ic grow th, w ith per 

capita income rising to 13 times the level o f North Korea. เท 1997, the nation 

suffered a severe financia l crisis from which it continues to make a solid
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recovery. South Korea has also maintained its com m itm ent to democratize its 

politica l processes. เท June 2000, a historic firs t south-north sum m it took  

place between the south 's P resident KIM Dae-jung and the north 's leader KIM 

Chong-il. เท Decem ber 2000, P resident KIM Dae-jung won the Noble Peace  

Prize fo r his life long com m itm ent to democracy and human rights in Asia. He 

is the firs t Korean to win a Nobel Prize.

2. Econom ic Environment

As one o f the “Four D ragons o f East As ia ” , South Korea has achieved  

an incredib le record o f growth. Three decades ago GDP per capita was  

comparab le w ith levels in the poorer countries o f A frica and Asia. Today its 

GDP per capita is seven times India's, 16 tim es North Korea's, and 

comparab le to the lesser econom ies of the European Union. This success  

through the late 1980s was achieved by a system  o f close  

governm ent/bus iness ties, including directed credit, import restrictions, 

sponsorsh ip o f specific industries, and a strong labor effort. The government 

promoted the import o f raw materia ls and technology at the expense o f 

consum er goods and encouraged savings and investment over consumption. 

The Asian financia l cris is o f 1997-99 exposed certain longstanding  

weaknesses in South Korea's deve lopment model, includ ing high debt/equity  

ratios, massive foreign borrow ing, and an undisciplined financia l sector. By 

1999 GDP grow th had recovered, reversing the substantia l decline o f 1998. 

Seoul has pressed the country 's largest business groups to restructure and to
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strengthen the ir financia l base. Growth in 2001 likely w ill be a more  

susta inab le rate o f 5%.

However, during the late 2000s, Korea cannot provide stable econom ic  

environm ent fo r investors as a result o f the crisis. The coun try ’s exchange  

rate and in te rest rate had been fluctuated during the years. The country ’s 

exchange rate rose sign ificantly a fte r the liberalization in 1997. A t that time, 

W on deprecia ted fo r 47% , from  951.29 W ons per US dolla rs to 1,401.45. 

However, the currency appreciated to 1188.82 W ons per dollar and 

continuously in 2000. The coun try ’s interest rate had move from  8.8 in 1996 to

15.3 in 1998, but declined to 8.5 in 2000. Meanwhile, WPI has dropped  

hugely in 1999. A lso, the coun try ’s unemployment rate has risen sign ificantly  

since 1998.

3. Investment C limate

H istorically, Korea does not open much fo r FDI. However, w ith the  

aggressive fore ign investm ent promotion o f the governm ent o f Kim Dae- 

Jung ’s governm ent, Korea is now fully opened to foreign investors. (Korean  

M inistry o f F inance and Economy, -) Hundred-percent-fore ign-ownership is 

perm itted. Real estate is a lso liberalized. Only fo r national security, public  

order, pub lic health, socia l moral, and environmental preservation concerns, 

some industries face a few  restrictions. However, the regu la tions are stated  

out clearly every yea r by related authorities. (Korean M in istry o f F inance and 

Economy [M OFE ],-) As a result the investment inflows to Korea has risen
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sign ificantly. The value o f the flows has increase by 400%  in 2000, compared  

to tha t in 1996.

United s ta ted  and Canada are the largest sources o f FDI in Korea. By 

industry, FDI concentra tes in manufacturing industry, particularly in 

in formation techno logy and e lectronics. Most o f FDI are export-oriented  

purpose. Foreign products accounted fo r approximate ly 15 per cent o f Korean  

tota l export. (Korean Times, 2000)



Table 17: Korea ’s Econom ic Ind ica tors

Category Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 733.35 780.65 802.67 803.45 771.27 804.45 951.29 1,401.45 1,188.82 1,130.96

Export (M. USD) 71,870 76,632 82,236 96,013 125,058 129,715 136,164 132,313 143,686 172,268
FDI (M. USD) 1,180 727 588 810 1,776 2,325 2,844 5,412 9,333 9,283
GDP (B. USD) 294.18 307.94 332.82 402 .52 489 .26 520.21 476 .49 317.08 406 .07 457 .22
Labor Force  
(Thousands) 19,050.15 19,427.25 19,807.61 20,324.80 20,794.90 21,187.76 21,609.86 21,379.83 21,644.61 21,950 .00

Lending Interest Rate 10.00 10.00 8.60 8.50 9.00 8.80 11.90 15.30 9.40 8.50

PCI (USD) 6,798.61 7 ,053.10 7 ,553.83 9,017.09 10,850.70 11,423.04 10,360.64 6 ,829.13 8 ,665.60 N/A

Population 43.27 43.66 44.06 44.64 45.09 45.54 45.99 46.43 46.86 N/A

Unemploym ent Rate 2.30 2.40 2.80 2.40 2.00 2.00 2.60 6.80 6.30 4 .05

WPI 4.70 7.00 8.60 11.60 4.50 3.20 4.00 13.10 -2.50 2.40
Productiv ity o f Labor 
(USD) 15,442.19 15,850.84 16,802.72 19,804.52 23,527.79 24,552.16 22,049.46 14,830.64 18,760.79 20 ,830 .05

Source : IMF, In ternational F inancia l S tatistics, Various Editions
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Figure 19: Foreign D irect Investment in Korea during 1991-2000

Million USD

Source. UNCTAD, W orld Investment Reports

4. FDI and M ajor Econom ic Factors Relationship

4.1 M arket Size Hypothesis

By review ing the data o f Korea during the period o f 1991-2000, the  

study cannot conclude the relationship between the coun try ’s m arket proxies  

and its inward foreign d irect investment e ither by scattered d iagrams and  

corre la tion coeffic ien t. By studying the pattern o f re la tionship by observing  

scattered d iagrams, the data shows fluctuations and inconsistency pattern. 

Meanwhile, the study o f correlation coeffic ient reports insign ificant and



1 0 7

inconsistent re la tionship . The corre la tion coeffic ien t between the coun try ’s 

inward FDI and its GDP is reported at only 0.22. W hils t, the coeffic ient 

between the investm ent and PCI is reported at only 0.00.

However, when the study focuses only on the data during 1991-1997, 

pre-cris is and econom ic instab ility period, the study reports a high corre lation  

between the coun try ’s market size and its inward FDI. To illustrate, The study  

reaffirm s the valid ity o f market size hypothesis w ith the corre la tion coeffic ient 

between the coun try ’s GDP and its inward FDI o f 0.80. Meanwhile, the study  

reports the corre la tion coe ffic ien t o f 0.79 between the coun try ’s PCI and its 

inward FDI. เท addition, the grow th o f country ’s market size during 1991-1997  

is ano ther evidence tha t supports the hypothesis concern ing the positive  

rela tionship between the coun try ’s market size and the coun try ’s inward FDI. 

The coun try ’s inward FDI is corre lated with its GDP and PCI w ith the 

correlation coe ffic ien t o f 0.55.

เท conclusion, the corre la tion between the factors reaffirm s the validity  

o f m arket size hypothesis in the case o f Korea. By this, the healthy and 

expanding m arket o f a country is accepted as a strong econom ic facto r that 

positive ly determ ines a h igher inward FDI. As a result, the country may 

strengthen its econom ic size and provide sustainable grow th fo r investors to

a ttract more FDI.



1 0 8

Figure 20: Korea ’s Growth in inward FDI, GDP, Per Capita Income, and

P e r c e n t

— A—  FDI Grow th — X—  GDP Grow th — I—  PCI Grow th — * —  Population Grow th

Population during 1991-2000

4.2 Cost Flypothesis

เท term s o f cost hypothesis, the study reports a supportive correlation  

among the factors. The corre la tion coeffic ient between the coun try ’s lending  

in terest rate and FDI lies at 0.55 during 1991-1997. This reaffirm s the study's  

find ing tha t the h igher cost o f funding o f a country does not d istort the its 

attractiveness to in ternationa l investor as investors, particu larly those in 

developed countries, can always fund the ir investment pro jects globally. As a 

result, the increasing interest rate shall a ttract more FDI as it provides  

investors h igher rate o f return. A lso, the higher interest rate can reflect the  

hea lth ie r econom y and exchange rate tha t bring about more confidence to 

in ternationa l investor.

เท contrast, the study o f the relationship between the coun try ’s cost o f 

production, measured by W PI, and its inward FDI reports a negative

Y e a r
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corre la tion coe ffic ien t o f -0 .7 6 . The study interprets the resu lt tha t the high 

inflation in the country can d istort its a ttractiveness to in ternationa l investors. 

Also, the re la tionship between the inflation and the grow th o f inward FDI to 

the country reflects a negative corre lation w ith the coe ffic ien t o f -0 .0 4 .

Figure 21: Korea ’s grow th in inward FDI, labor forces, In te rest Rate, and WPI 

during 1991-2000

P e r c e n t

— A—  FDI Growth — * —  Labor Force Growth — ■ —  Lending Interest F?ate — ♦—  W R

เท te rm s o f labor’s productivity, the study ’s results a lso reports a strong  

corre la tion between the coun try ’s productiv ity o f labor and its value o f inward 

FDI w ith the corre la tion coeffic ien t o f 0.77. Meanwhile, the grow th in the  

coun try ’s p roductiv ity o f labor is corre lated with the coun try ’s grow th in inward  

FDI w ith the corre la tion coe ffic ien t o f 0.54. The coeffic ien ts then support the  

hypothesis tha t the coun try ’s increase in labor e ffic iency shall encourage  

h igher level o f inward FDI to the country. Flence, the governm ent may pursue  

polic ies concern ing productiv ity promotions in order to a ttract more FDI to the

country.
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Figure 22: Korea ’s grow th in inward FDi, and Productiv ity o f Labor during  

1991-2000

P e r c e n t

4.3 Export hypothesis

เท terms o f export hypothesis, the study also reports a strong  

rela tionship between the country ’s export and the country ’s inward FDI.

The study o f the relation during 1991-2000 reports as high as 0.82 

corre la tion coe ffic ien t between the country ’s export value and its inward FDI. 

This reaffirm s tha t the coun try ’s increase in export sector brings about h igher 

level o f inward FDI as assumed. Flowever, the re lationship between the  

coun try ’s grow th in exports and growth in inward FDI does not reports the 

same strong relation.

Neverthe less, when the study turns the focus to 1991-1997, the  

stronger re la tionsh ips are reported. The study reports a corre la tion coeffic ient 

between the coun try ’s exports and its inward FDI as high as 0.89. Meanwhile,
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the country ’s grow th in exports is also highly corre la ted w ith its growth in 

inward FDI w ith the corre la tion coeffic ient o f 0.82. These relationships  

strong ly support the study ’s export hypothesis that a country capability in 

export is a strong determ inant o f the country ’s inward FDI.

F igure 23: Korea ’s inward FDI, and Export during 1991-2000

P ercen t

เท addition, the study o f the relation between the coun try ’s exchange  

rate m ovem ent and the value o f inward FDI to the country reports tha t a 

depreciation o f the country exchange rate is positive ly re la ted the coun try ’s 

inward FDI w ith the corre la tion coeffic ien t o f 0.80 (1991-2000) and 0.65  

(1991-1997). Flowever, the study reports a m oderate negative relation  

between the coun try ’s grow th in currency depreciation during 1991-1997 and
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its inward FDI during the same period. The corre la tion coe ffic ien t is reported  

at -0 .4 5 .

Figure 24: Korea ’s inward FDI, and Exchange Rate during 1991-2000

- Exchange Rate Grcwth - - FD  Growth

By this, the results support tha t a depreciated exchange rate is a 

determ inant o f inward FDI to the country during the period. The depreciation  

of the currency can encourage more FDI however exchange ra te ’s stability is 

also required as an increasing rate o f country ’s depreciation can lead to a 

decrease in the coun try ’s inward FDI growth.

4.4 O ther determ in ing factors

Besides the coun try ’s market size and exports tha t are the major 

determ inants fo r the coun try ’s inward FDI, many polic ies and stra teg ies have  

been implemented during the decades, aim ing to a ttract more and more FDI 

to the country. Korean governm ent focuses fu rther to promote forward and
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backward linkage industry to reduce the cost o f production and raw material 

imports, to improve products quality, and to raise p roduct value added. Thus, 

Korean firm s gain benefit in grabbing the overcome o f foreign affiliates. 

(Korean T imes, 2000) They learn firs t what kind o f products those foreign  

affilia tes need. Later they produce to supply them. Moreover, local firms are  

trying to use fore ign firm  international networks to expand the ir sales. As a 

result, export ratio on Korean GDP is grow ing up and it is the main source of 

GDP grow th o f Korea. (Korean Times, 2000)

Kim Dae-Jung ’s governm ent practiced numbers o f polic ies, aim ing to 

reform  its economy. To a ttract foreign direct investment, the country has 

removed, s implified , and deregulated laws and procedures to improve  

investm ent climate. The governm ent announced to liberalize the economy by 

econom ic reform s and legal and regulatory env ironm ent changes. (DOC,

1999)

เท 1999, the governm ent allowed international investors to merge  

and/or acquire dom estic firms in many sectors. However, foreign ownership  

lim itation is still applied in some critical industry such as public corporations. 

National security, pub lic order, public health, environm ent preservation, and 

socia l moral are top ics that can lead to FDI restriction. These restrictions will 

be reviewed and announced annually by the M inistry o f Commerce, Industry  

and Energy. (MOFE,-)

Tax and o ther incentives are taken to attract FDI as well, particu larly in 

those investments tha t come along with advanced techno logy transfers. 

Corporate taxes on profit and dividends can be waived and /o r reduced. 

(Korean 1996 Foreign Capital Inducement Act [FCIA] cited in DOC, 1999)
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K im ’s governm ent has eased legal env ironm ent in Korea as well. Red 

tape procedures and bureaucratic d ifficu lties has been deregulated and 

removed. National financia l system  has been restructuring.

However, Korea ’s historic characteris tic in Chaebol system  and the 

lack o f legal and regu la tory transparency threatens in ternationa l investors. 

Korean governm ent announced to improve and resolve these d ifficu lties. The  

governm ent com m its to be more open and transparent to investors. (DOC,

1999) Corporate sector and Banking sector restructuring has been being 

carried out. Further reforms are crucial. Regulation imposed on Chaebol must 

be reviewed to promote competitive environment and market-based  

mechanisms. (IMF, 2001)

5. Conclusion

เท conclusion, the study reaffirms the valid ity o f the market size 

hypothesis, cost hypothesis, and export hypothesis. The market size 

hypothesis is reaffirmed, e ithe r measured by the coun try ’s GDP or PCI. 

Meanwhile the coun try ’s grow th in market size is a lso reported as an 

encourag ing fac to r fo r FDI.

M eanwhile, in te rm s o f cost hypothesis, the study reports tha t the  

coun try ’s cost o f funding is a positively related to the coun try ’s inward FDI, 

whils t the coun try ’s W PI is negative ly corre lated to the factor. By the study, it 

is found tha t an increasing in the country interest rate does not destroy the  

coun try ’s a ttractiveness. However, an increase in the coun try ’s W PI can lead 

to a decrease in the coun try ’s grow th inward FDI as the negative re lationship
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between the percentage change in WPI and the grow th in inward FDI is 

reported.

เท terms o f export hypothesis, the study reports tha t the coun try ’s value  

of exports and its export grow th are the strong determ inants fo r the country ’s 

inward FDI. Meanwhile, the country ’s currency depreciation is a lso shown as 

an encourag ing fac to r fo r inward FDI. However, it is necessary to remark that 

a dram atic change in the country ’s exchange rate could harm the country ’s 

attractiveness.

เท addition, the study reports that numbers o f polic ies tha t have been 

carried out during the decade do affect the coun try ’s a ttractiveness as a 

destination country fo r FDI. De-regulations and incentives are used as a tool 

to a ttract more FDI to the country, particularly during the years o f recession.

Compared to o ther countries, the study reflects the same outline that 

market size hypothesis and export hypothesis are valid as positive  

determ inants in m ost cases. However, in the case o f interest rate, inflation  

rate, and exchange rate, the study reports that a slow and contro llab le change  

is required to encourage h igher level o f inward FDI to the countries.
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Malaysia

1. H istorica l Background

Malaysia was a country under the governm ent o f England during the  

era o f co lon ia lism . The country, including Malaya, Sabah, Sarawak, and 

Singapore, became independent on August 31, 1957. However, in 1965 

Singapore became an independent country. As a result, Malaysia is a country  

consists o f three m ajor groups o f population. The firs t group was orig inally  

located in the mainland, which was called Malaya. The o thers were in the  

north Borneo island, which is presently called East Malaysia. The groups were  

composed o f Sabah, and Sarawak.

A fte r the independence, the country has governed under the  

parliam entary dem ocracy system , with a constitu tiona l monarchy. So, the  

country is ruled by the king, and adm in istrated by the government, 

representing by the Prime M inister. The Malaysian legal system  is fo llowed  

the English common law tha t was formerly used during the co lon ized period.

A t present, the country is composed o f 13 sta tes and two federal 

territories. Each sta te has its own government and assembly. The ch ie f o f 

states can be called e ithe r Governor, or Sultan, depend ing on the local 

governing system . One o f these th irteen governors will be se lected to become  

a king o f the state.

เท te rm s o f production, the country is rich o f trop ica l agricultural 

products, petro leum , natura l gas, tin, and m inerals. The fam ous agricultural 

products, fo r example, are palm oil, rubber, timber, and cocoa. These
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agricu ltura l products are also w idely exported along w ith its e lectron ics and 

electrica l products, which is promoted by the government.

During 1980s through 1990s, the country had reported a great success 

in econom ic deve lopm ent w ith the average annual growth o f a lm ost 8%. Also, 

the country has passed through a great econom ic transform ation, from  an 

agricultural based econom y to a manufacturing based economy.

2. Econom ic Environment

During the past few  years, the government o f Malaysia has introduced  

num ber o f po lic ies to cope with the crisis. The governm ent tried to m inim ize  

the e ffec t o f financia l crisis by capita l transfer lim itation. A t the very firs t step, 

the policy is critic ized as harm ful. But later, the country proved tha t the  

exchange rate could be stabilized.

Its GDP grew  at 8.6% in 2000, mainly on the strength o f double-dig it 

export grow th and continued government fiscal stimulus. As an oil exporter, 

Malaysia also benefited from  higher petroleum prices. H igher export revenues  

allowed the country to reg ister a current account surplus, but foreign  

exchange reserves have been declin ing - from a peak o f $34.5 billion in April 

2000 to $29.7 billion by December - as foreign investors pulled money out o f 

the country. Despite th is development, Kuala Lumpur is unlike ly to abandon  

its currency peg. An econom ic slowdown in key W estern markets, especia lly  

the United S tates, and lower world demand for e lectron ics products will slow  

GDP grow th to 3% -6%  in 2001, according to private forecasters. Over the  

longer term , Malaysia 's fa ilu re to make substantia l progress on key reforms of
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the corporate and financia l sectors clouds prospects fo r susta ined grow th and 

the return o f critica l foreign investment.

3. Investment C limate

Malaysian governm ent established the Malaysian Industrial 

Development Authority (M IDA) to take responsib ility in licensing foreign  

m anufacturing estab lishment. Foreign Investments in Malaysia must fo llow  

the governm ent’s P romotion o f Investment Act (1986), Industria l Coordination  

Act (1975), and the second Industrial Master Plan (1996-2005). (DOC, 1999)

Generally, foreign equity is lim ited to 30% share in non-promoted  

sectors. W hereas, 100% foreign ownership is applicable in area o f promoted  

investments.

However, it is remarked that, during 1991-2000, there was no 

s ign ificant change, e ithe r increase or decrease, in the va lue o f inward FDI to 

the country, com pared to o ther East Asian nations. During 1991-19997, the  

country reported the average annual growth o f 10% in inward foreign d irect 

investment to the country. The growth rate is re la tive ly low compared to 

34.99%  in Korea, 53.25%  in the Philippines, and 21.46%  in Thailand. 

Moreover, the FDI inflows it Malaysia has being declined since 1996. A  sharp  

drop occurred in 1998 when the currency peg was introduced. The rise o f FDI 

in 1999 is susta inab le as the flows dropped again in 2000.

Malaysia attracts FDI, particularly in export-oriented industries and 

high-tech industries such as multimedia and information technology. (DOC,

1999) The governm ent has pursued export promotion polic ies decades ago.
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(Sekigushi and Kawagoe, 1995) However, dom estic market-oriented  

investments, investments in service industry, agriculture, and construction are 

considerab ly d iscrete. (DOC, 1999)

Currently, the United States takes the lion’s share in foreign investment 

on Malaysia, particu larly in manufacturing sector, fo llowed by Japan, 

Germany. The th ree countries take more than 50% share o f tota l foreign  

manufacturing investm ent in the country. (DOC, 1999)



Table 18: M alays ia ’s Econom ic Ind ica tors

Category Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 2.75 2.55 2.57 2.62 2.50 2.52 2.81 3.92 3.80 3.80

Export (M. USD) 34,361.30 40,691 .29  47,099 .18  58,652.21 73,864.80 78,312.33 78,519.12 73,070.02 84,455.00 98,135.00

FDI (M. USD) 3,998 5,183 5,006 4,342 4,178 5,078 5,137 2,163 1,553 N/A

GDP (B. USD) 47,045.93 57,602.65 62,848.76 74,480.81 88,832.45 100,851.39 100,202.26 72,488.53 78,858.42 89,321.05
Labor Force  
(Thousands) 7 ,490.00 7 ,498 .00 7 ,743.00 7 ,731.00 7 ,893.00 8 ,617.00 8,784.00 8,884.00 9,152.00 N/A

Lending Interest Rate 8.13 9.31 9.05 7.61 7.63 8.89 9.53 10.61 7.29 6.77

PCI (USD) 2,536.17 3,025.35 3,213.13 3,703.67 4 ,297 .65 4 ,763 .88 4 ,626.14 3,268.19 3,472.41 3,840.11

Population 18.55 19.04 19.56 20.11 20.67 21.17 21.66 22.18 22.71 23.26

Unem ploym ent Rate 6.54 6.00 4.65 2.99 3.14 2.52 2.45 3.20 3.43 N/A

WPI 4.00 5.20 6.70 10.90 5.10 4.90 2.70 -0.50 3.10 1.80
Productiv ity o f Labor 
(Thousands USD) 6,281.16 7 ,682 .40 8,116.85 9,634.05 11,254.59 11,703.77 11,407.36 8,159.45 8,616.52 N/A

Source: IMF, In ternational F inancia l S ta tistics, Various Editions
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Figure 25: Foreign Direct Investment in Malaysia during 1991-2000

Million USD

Source: UNCTAD, W orld Investment Reports

4. FDI and Major Econom ic Factors Relationship

4.1 Market S ize Flypothesis

The data o f Malaysia during 1991-2000 reports a weak positive  

rela tionship between the country ’s inward foreign d irect investment and 

market size hypothesis. Even when the study excludes the cris is period out of 

the observation, the data during 1991-1997 still reports the s im ilar weak  

relation between the factors. The correlation coeffic ients between the  

coun try ’s inward FDI and its market size, e ither GDP, or PCI are found as low  

as 0.10 and 0.30 respectively. This is because during the high econom ic  

grow th o f the country during the decade, there had been no sign ificant 

increase in the coun try ’s inward FDI.
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เท addition, the study reports ล strong positive corre la tion o f 0.77 

between the country grow th in market size and its inward FDI, employing the  

data during 1991-2000. However, when data during the cris is is excluded the 

data, the study reports a weak relationship between the factors.

As a result, the study does not strongly support tha t a m arket size is a 

determ inant o f inward FDI in the case of Malaysia during the period.

4.2 Cost Hypothesis

เท terms o f production cost, the study reports a weak positive  

corre la tion between the country ’s inward FDI and its W PI during 1991-1997. 

The corre la tion coeffic ien t is reported at 0.43. Meanwhile, a sim ilar weak  

rela tionship between the country ’s inward FDI grow th and its grow th in WPI is 

reported w ith the corre la tion coeffic ient o f -0 .02 . These find ings, hence, do 

not strongly support the traditional econom ic hypothesis tha t a small inflation  

in an econom y should encourage investment in the country.
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P e  r c e n t

Figure 26: Malaysia’s Growth in inward FDI, GDP, Per Capita Income, and

—A—  FDI G row  th —X—  GDP Grow th — I—  PCI G row  th —ฒ—  Population G row  th

Population during 1991-2000

However, the study reports a positive re la tionship between the 

coun try ’s inward FDI and its in terest rate w ith the corre la tion coeffic ien t of

0.90. Meanwhile, the coun try ’s grow th in inward FDI is corre la ted w ith the 

coun try ’s in terest rate w ith the reported coeffic ient o f 0.59. As a result, the  

result does not support the study ’s hypothesis. However, th is support an 

explanation tha t these day investors can fund the ir investment global, so the 

local in terest rate may not be able to reflect investors’ cost o f funding. This is 

also consisten t w ith the fac t that major investors in Malaysia are those  

developed countries, w ith strong financia l networks, such as US., Japan, 

Germany, fo r example. (DOC, 1999)

Y e ar
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Figure 27: M alays ia ’s grow th in inward FDI, labor force, In terest Rate, and 

WPI during 1991-2000
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Figure 28: M alays ia ’s growth in inward FDI, and Productiv ity o f Labor during  

1991-2000
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4.3 Export hypothesis

Besides the market size hypothesis and the cost hypothesis, the study  

reports tha t the export hypothesis is not reaffirmed in the case o f Malaysia  

during 1991-1997.

The study reports weak corre lation coeffic ients both between the 

coun try ’s inward FDI and its export, and between the coun try ’s grow th in 

inward FDI and the coun try ’s grow th in exports. The coeffic ien ts are reported  

at 0.23 and -0.34, consequently.

Moreover, the study reports a weak relationship between the coun try ’s 

exchange rate and its inward FDI. The study reports a weak relationship  

between the coun try ’s inward FDI and its currency depreciation, with the 

corre la tion coe ffic ien t o f -0.10. Meanwhile, the study reports another weak  

corre la tion between the coun try ’s growth in inward FDI and it depreciation  

rate. The corre la tion coeffic ien t is computed as -0 .41 .

From the above investigation, the study concludes tha t the study ’s 

export hypothesis is not supported by the data, e ithe r by applying the  

coun try ’s export va lue or exchange rate as a proxy.
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Figure 29: Malaysia’s inward FDI, and Export during 1991-2000

Figure 30: M alays ia ’s inward FDI, and Exchange Rate during 1991-2000



127

4.4 O the r determ in ing factors

เท late 2000s, there are a numbers o f investors invest in Malaysia, 

which reverse from  w o rld ’s expectation o f very s trict Malaysian governm ent’s 

in ternational transaction regulations. One dom inant fac to r tha t makes  

Malaysia still be able to attract a lot o f FDI is the serious attempt o f the 

governm ent to create the attractive environment fo r competitive investment. 

The legal env ironm ent in Malaysia is reported as transparent, ranked above  

China, and South Korea, even behind S ingapore and Hong Kong. (DOC, 

1999)

Malaysia has tried to a ttract FDI, especia lly in the fie ld o f export 

oriented industries as it realizes the importance o f its export sector, and 

whereas labor-incentive industries are no longer seeked for. (Business Times, 

1999 and DOC 1999) Besides, Malaysia has been deve lop ing IT facilities and 

in frastructure to provide com fort to those industries tha t need high 

technolog ica l level fo r productions. Malaysia also relaxes foreign ownership  

regulations and export requ irements fo r those industries tha t do not d irectly  

compete w ith its local firms. However, fo r domestic m arket-oriented industries, 

the governm ent still restricts a certain percentages of foreign equity. A long, 

M alaysia ’s cap ita l markets are broadening and deepening. Banking sector are 

being managed. Investors are able to access various cred it instruments and 

are not restricted on portfo lio investment. (DOC, 1999)

Fiscal incentives w ill be applied to international investors regarding  

the ir export proportion, cap ita l/labor ration, type o f financing, size of 

investment, local com ponent ratio, and so on. Share o f foreign ownersh ip in
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any estab lish ing firm  will be considered according to these factors as well. 

The governm ent announcem ents concerning its serious figh t to the national 

corruption and in te llectual property protections helps Malaysia becomes more  

attractive fo r FDI com paring to its neighboring countries. (O ffice o f the United  

States Trade Representatives [USTR], 2000)

However, the governm ent’s restriction on fore ign labor proportion  

distorts the coun try ’s attractiveness. Foreign firms face d ifficu lties hiring 

professionals in specific  areas, as they cannot take from  aboard or find 

locally. (DOC, 1999)

Besides, as the wage rates in Malaysia has rose fas te r than labor 

productiv ity during these years, therefore the governm ent is encouraging  

m anufacturers to increase productiv ity and effic iency in order to compete with 

its neighbors. (DOC, 1999)

5. Conclusion

เท conclusion, the market-size hypothesis, cost hypothesis, and export 

hypothesis are not supported by the data o f Malaysia during 1991-2000, or 

even 1991-1997. An on ly support find ing is a strong pos itive  re la tionsh ip  

b e t w e e n  t h e  c o u n t r y ’ s i n t e r e s t  r a t e  a n d  i t s  i n w a r d  F D I .

The phenom enon tha t the value o f inward FDI o f Malaysia had been 

stable during the decade and reports a relatively low grow th should arise  

because the coun try ’s shortage o f skilled labor, especia lly in the area that had 

been being promoted, e lectron ics and electrical industries fo r export. As a 

result, the governm ent’s restriction on foreign labor proportion should be
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eased so foreign firm s do not face difficu lties in employing labor, leading to a 

more attractive environm ent to international investors. A lso, as it is reported  

tha t the wage rates in Malaysia has rose faste r than labor productiv ity, the  

governm ent is encouraged to support the ir people and firm s to develop the ir 

skills and productiv ity in o rder to compete with o ther countries in attracting  

FDI.
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1. H istorica l Background

The Philipp ines was governed by Spain in 1521 and la ter by the บ.ร. 

During the Spanish period, the country passed through Spanish-American  

War. A fte r the war, 1898, Spain ceded the country to the United States. 

During Am erican period, the firs t legislative assembly was e lected. เท 1935 

Philippines became a self-govern ing commonwealth. Later, a fte r W orld W ar II, 

The Philippines has announced the independence in 1946.

During the early years o f independence, the country has received a lot 

of support and ass is tance from the States. The Philippines has gradually  

developed through times.

The 21-year rule o f Ferdinand MARCOS ended in 1986 when a 

w idespread popu la r rebellion forced him into exile. The Philipp ines has had 

two e lectora l p residentia l transitions since Marcos' removal by "people  

power". P resident Corazon Aquino replaced the position. He had been the 

leader o f the country fo r s ix years. During the time, he had to manage the 

coun try ’s socia l security, politica l stability, and econom ic development. 

However, his adm in is tra tive was not really support by the m ilitary. (DOC, 

1999)

เท 1992, Fidel Ramos was elected to be the president. His priority  

m ission was to reconcile groups o f people, who were d iffe ren t in belief, 

culture, and relig ion. He signed agreements to unfold the national conflicts. An

T h e  P h i l ip p in e s
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agreem ent o f peace between the government and a m ajor muslim  insurgent 

group was successfu lly signed in 1996. (DOC, 1999)

เท 1998, Joseph Estrada was elected by huge mass support. However, 

in January 2001, the Supreme Court declared Joseph Estada unable to rule in 

v iew  o f mass resignations from  his government. Hence, the position was  

transferred to V ice President G loria Macapagal-Arroyo. The government 

continues to strugg le w ith ongoing Muslim  insurgencies in the south and 

develop the country fo r econom ic prosperity.

2. Econom ic Environment

เท 1998 the Philippine economy deteriorated as a result o f spillover 

from the Asian financia l crisis and poor weather conditions. Growth fe ll to 

about -0.5%  in 1998 from  5% in 1997, but recovered to about 3% in 1999 and 

3.6% in 2000. The governm ent has prom ised to continue its econom ic  

reforms to help the Philippines match the pace o f deve lopm ent in the newly  

industria lized countries o f East Asia. The strategy includes improving  

infrastructure, overhauling the tax system to bolster governm ent revenues, 

moving toward fu rther deregulation and privatization o f the economy, and 

increasing trade integration w ith the region.

เท term  o f econom ic stabilization, the study found tha t the WPI o f the  

country was highly fluctuated during 1996-2000. However, fo r exchange rate 

stability, we found only once shooting in 1998, when the crisis hit, besides the 

rate were quite stable.



Table 19: The Philippines’ Economic Indicators

Category Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 27.48 25.51 27.12 26.42 25.71 26.22 29.47 40.89 39.09 44.19

Export (M. USD) 8,792.61 9,736.32 11,172.49 13,252.00 17,519.13 20,409.44 25,055.65 29,496.42 36,649.54 40,123.48

FDI (M. USD) 544 228 1,238 1,591 1,478 1,520 1,249 1,752 578 1,241

GDP (B. USD) 45.42 52.98 54.37 64.08 74.12 82.85 82.34 65.17 76.16 74.73
Labor Force 
(Thousands) 25,251.65 26,515.52 26,949.28 27,703.52 27,482.09 28,005.70 30,033.97 31,248.24 31,558.02 29,003.00

Lending Interest Rate 23.07 19.48 14.68 15.06 14.68 14.84 16.28 16.78 11.78 10.91

PCI (USD) 713.09 810.82 811.73 933.89 1,054.83 1,152.24 1,119.84 867.23 1,018.82 979.21

Population 63.69 65.34 66.98 68.62 70.27 71.90 73.53 75.15 74.75 76.32

Unemployment Rate 9.00 9.80 9.30 9.16 8.92 8.24 8.63 10.75 10.44 N/A

WPI 3.00 5.10 -1.30 9.60 5.20 8.90 0.50 12.80 7.00 2.20
Productivity of Labor 
(USD) 1,798.56 1,998.04 2,017.47 2,313.20 2,697.14 2,958.20 2,741.63 2,085.64 2,413.24 2,576.73

Source: IMF, International F inancia l S ta tistics, Various Editions
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The country has performed very well in export expansion. The growth  

o f export was above 20%  during 1996-1999 in average. However, the growth  

declined, in term  o f US dollars, in 2000 as a result o f currency depreciation.

The coun try ’s performance on GDP is moderate in term  o f local 

currency. However, as a huge depreciation o f the Peso in 2000, the country  

performs not very well in term  o f US dollars.

3. Investment C limate

Inward investments in Philippines mostly are labor intensive and 

m arket oriented industries. Natural resources o f the country are attractive for 

foreign investors. (Econom ic and Social Comm ission fo r Asian and Pacific,

1998) However, FDI inward to The Philippines is relatively small compared to 

its neighbors. The country has a very hard task to do to a ttract more FDI.

S ta tistic shows tha t the inward FDI to the country had been average  

annual grow th by 53.25%  from  1991-2000. By comparing the data between  

2000 and 1991, the study reports approximately 140% grow th in inward FDI. 

However, in comparison to o ther Asian countries, the country is determ ined  

that it could a ttract relatively low inward FDI. The reasons may lie at its 

re la tive ly low GDP, socia l d ilemma, and political instability during the recent

years.
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Figure 31: Foreign Direct Investment in The Philippines during 1991-2000

Million USD

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Year

Source: UNCTAD, W orld Investment Report

4. FDI and M ajor Econom ic Factors Relationship

4.1 M arket S ize Flypothesis

The study reports tha t the market size hypothesis is supported by the  

data o f 1991-1997. The study o f correlation coeffic ien t reports tha t the  

coun try ’s inward fore ign d irect investment is as high as 0.70 corre la ted w ith its 

GDP. M eanwhile, the corre la tion coeffic ient between FDI and its PCI is also  

reported at 0.70. Th is is consisten t to the assumption tha t the increasing  

m arket size o f the country is correlated to the coun try ’s inward FDI to the  

market.

Neverthe less, when the study conducts a study o f relation between the  

coun try ’s grow th in market size and its inward FDI, the results o f the study do
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not support the s tudy ’s hypothesis. The corre la tion between the country ’s 

growth in GDI and the country ’s growth in inward FDI show  a weak relation 

between the factors w ith the corre lation coeffic ient o f -0 .4 8 . Meanwhile, the  

growth o f PCI o f the country during 1991-1997 is -0 .4 9  corre la ted to the 

country ’s grow th in inward FDI during the same period.

The results o f the study, hence, cannot bring to a strong conclusion  

tha t the study ’s market size hypothesis is supported in the case o f the  

Philippines during 1991-2000. This should be exp la inab le by other factors, 

which would be analyzed later on in the section o f Cost Flypothesis, Export 

Hypothesis, and o th e r Determ inants. Finally, a conclusion w ill be made.

Figure 32: The Philipp ines ’s Growth in inward FDI, GDP, Per Capita Income, 

and Population during 1991-2000

Percen t
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4.2 Cost Hypothesis

เท term s o f Cost hypothesis, the study reports ล negative relationship  

between the coun try ’s inward FDI and its in terest rate. The correlation  

coeffic ients is reported only at -0 .8 5 . A lso, the re la tionship between the  

coun try ’s grow th in cost o f lending and its inward FDI grow th reports a 

negative weak corre la tion w ith the coeffic ient o f -0 .4 2 . Th is results supports  

the study hypothesis tha t the country ’s increasing cost o f funding is negatively  

related to the coun try ’s inward FDI.

Neverthe less, the study ’s hypothesis tha t an increasing WPI o f a 

recip ient country should d iscourage investors is not supported. The  

hypothesis reports a weak corre lation coeffic ient o f 0.28 between the  

coun try ’s inward FDI and its WPI. Moreover, the corre la tion coeffic ient 

between the coun try ’s grow th in inward FDI and the coun try ’s grow th in WP! is 

reported only at -0 .3 4 .
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Figure 33: The Ph ilipp ines ’ growth in inward FDI, labor force, In terest Rate, 

and W PI during 1991-2000

P e r c e n t
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Figure 34: The Ph ilipp ines ’ growth in inward FDI, and Productiv ity o f Labor 

during 1991-2000

P e r c e n t
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4.3 Export hypothesis

เท te rm s o f Export hypothesis, corre lation coe ffic ien t reports the  

positive re la tionship between the country ’s inward FDI w h ils t the weak  

rela tionship between the Philipp ines’ growth in inward FDI and its grow th in 

exports is reported. The corre lation coeffic ient between the coun try ’s inward  

FDI and its exports is reported at 0.59. Meanwhile, the corre la tion between  

the country ’s grow th in inward FDI and growth in export is reported only at -

0.24. By this, the study do not strong ly support the study ’s hypothesis tha t an 

increasing export va lue o f a country is a factor tha t takes part in encouraging  

the country ’s inward FDI.

F igure 35: The Ph ilipp ines ’ inward FDI, and Export during 1991-2000

เท addition, the study reports a weak, but positive, corre la tion between  

the coun try ’s exchange rate. The corre lation coeffic ien t between the coun try ’s

Y e a r

inward FDI and it exchange rate is 0.08. Meanwhile, the coun try ’s
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depreciation rate is corre la ted w ith the country ’s grow th in inward FDI w ith the  

corre la tion coe ffic ien t o f 0.36. By this, the result o f the study do not support 

the hypothesis tha t a depreciating exchange rate is positive ly related to the  

country inward FDI.

F igure 36: The Ph ilipp ines ’ inward FDI, and Exchange Rate during 1991-2000

P e r c e n t

Exchange Rate Growth — A—  FDI Growth

4.4 O the r determ in ing factors

The Ph ilipp ines ’ governm ent has eased number o f laws and 

regulations to a ttract more foreign d irect investment, a im ing to lift the  

econom ic recession. However, numbers o f industries are restricted fo r foreign  

ownership, wh ile  some, such as retail trade, security agencies, licensed  

professional are fu lly reserved fo r the Filipinos. (DOC, 1999) S ixty-per-cent 

fore ign ownersh ip is app licable in financia l services, in particu la r fo r financing  

companies, and insurance industries.
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Domestic market-oriented firms are foreign ownersh ip restricted at 40%  

unless they engage in p ioneer activities. Export-oriented firm s are generally  

allowed fo r h igher foreign ownership. They may a lso qua lify fo r others  

incentives, provided by BOI, if at least 70% o f the ir products are exported.

As a result o f the 1997 crisis, the governm ent has deregulated  

numbers o f restrictions concern ing FDI. The governm ent established special 

econom ic zones to encourage foreign d irect investment. Industries located in 

those zones will be considered fo r special custom duties, taxes and import 

restrictions. (DOC, 1999) Foreign enterprises established in less developed  

areas will be regarded as pioneers. The p ioneer will a lso receive special fiscal 

incentives, such as corporate tax deduction, from  the F ilip ino ’s Board of 

Investment. Flundred percent o f foreign ownership will a lso applicable. (DOC,

1999)

The governm ent o f the Philippines has prom ised to reform  and reduce  

its policy and regu la tions to help Philippines more attractive to foreign  

investors. In frastructure is being developed, s ta te -ow ned enterprises  

privatization is being reconsidered. The government also prom ises to increase  

the cooperation and trade integration with the region. (Com m ittee on S tatistics  

Econom ic and Socia l Comm ission fo r Asia and Pacific, 1998)

F ilip ino ’ labors are likely to be motivated and easy to train. (DOC, 

1999) They are also ranked higher than the nearby ne ighbors in term  of 

quality, cost, availab ility, and turnover. (DOC, 1999)

The coun try ’s financia l market is quite sound and open. Foreigners can 

invest in private securities and money market instruments according to the  

governm ent’s fore ign ownersh ip regulations where banking system  is also
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genera lly sound. Foreign exchange market, fore ign-financing , and fund  

transfer are app licab le  w ith no governm ent restrictions. (DOC, 1999)

For in te rnationa l trade, the country has signed num ber o f bilateral 

agreem ents w ith countries in all region; namely, Austra lia , Bangladesh, 

Burma, Canada, Chile, China, Denmark, Iran, Italy, Egypt, Peru, Poland, 

South A frica , etc.

Flowever, it was founded that the governm ent does not succeed in 

countering corruption . Corruption remains as a problem  fo r investors. (DOC, 

1999) Beside, the country needs to develop more suitab le infrastructure. 

Meanwhile, Politica l s tab ility and socia l security must be managed to ensure  

investor’s confidence.

5. Conclusion

เท conclusion, the study does not strongly support the market size  

hypothesis, cost hypothesis, and export hypothesis in the case o f the 

Philippines during 1991-1997. However, the study reports tha t the country ’s 

m arket size is positive ly corre la ted to its inward FDI value. A lso, the study  

reports tha t an increasing in terest rate o f the country negative ly related to its 

attractiveness to in ternationa l investors, leading to a decreasing in inward 

foreign d irect investm ent to the country.

เท addition, the study reports that high labor’s quality o f the country and 

its nourish natura l resource are another factors tha t induce a number o f 

investm ent p ro jects to the country. Hence, it is suggested tha t the country  

should s trengthen these advantages in order to a ttract h igher FDI in the long
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run. A lso, it is recommended tha t the government should be able to attract 

more FDI to the country by providing investors w ith h igher confidence  

concern ing socia l security and corruption countering.
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Thailand

1. H istorica l Background

The K ingdom  o f Thailand was established in the ทาid-14th century. 

Firstly, it was known as S iam until 1939. Thailand is the only Southeast Asian  

country never to have been taken over by any European nation. A  bloodless  

revolution in 1932 led to a constitu tiona l monarchy. เท a lliance w ith Japan  

during W orld W ar II, Thailand became a US ally fo llow ing the conflict.

The country has ruled in the form  o f constitu tiona l monarchy, 

adm in istra ted by National Assembly. Multi-po litica l party system  is designed  

by the constitu tion, wh ile  com m unist party is prohib ited. (DOC, 1999)

Thailand is such an active m em ber in reg ional politica l and econom ic  

cooperation. The country is also well known fo r agricu lture product -such as 

rice, rubber, com ; tourism , textiles, garments cement, and jewelry.

2. Econom ic Environm ent

A fte r en joying the world 's highest growth rate from  1985 to 1995 - 

averaging a lm ost 9% annually - increased specu la tive pressure on Thailand 's  

currency in 1997 led to a crisis tha t uncovered financia l sec to r weaknesses  

and forced the governm ent to floa t the Baht.

เท 1997, the long pegged currency at 25 to the do lla r was cancelled  

and m anaged floated, the Baht fell to its lowest point o f 56 to the do lla r in 

January 1998 and the econom y contracted by 10.2% tha t same year.
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As results, Thailand econom ic stability and grow th were deteriorated. 

The whole sale price index and unemployment rate sho t up. Meanwhile the 

in terest rate was pegged high according to IMF suggestion. T ill 1999, the  

policy was change to stimulate consum er spending. Hence, the rate dropped  

sharply then.

Thailand entered a recovery stage in 1999, expanding 4.2%  and grew  

about the same amount in 2000, largely due to strong exports - which  

increased abou t 20%  in 2000. An ailing financia l sector and the slow  pace of 

corporate deb t restructuring, combined with a softening o f g lobal demand, is 

likely to s low  grow th in 2001.

3. Investment C limate

Thailand has announced and followed its open, m arket oriented  

economy. The country has promoted its economy via exporting and 

investment inflows. Board o f Investment was estab lished to assist foreign  

investor to invest in Thailand, providing them numbers o f incentives according  

to governm ent policy.

The FDI inflows to Thailand had risen up continuously till 1998. 

However, as a result o f contraction and world econom ic crisis, the flows  

dropped by 30% in 1999 and keep decreasing in 2000. However, the flows  

increased again in 2001.



Table 20: Tha iland ’s Econom ic Ind ica tors

Category ___________________________________Year
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000

Exchange Rate 25.52 25.40 25.32 25.15 24.92 25.34 31.36 41.36 37.81 40.11

Export (M. USD) 28,437.12 32,466.30 36,962.83 45,232 .60  56,443.91 55,719.53 57,604.26 54,341.26 58,549.74 69 ,248 .60

FDI (M. USD) 2,014 2,113 1,804 1,366 2,068 2,271 3,626 5,143 3,561 2,813

GDP (B. USD) 98.74 111.55 125.44 144.51 168.28 182.41 151.14 111.91 122.06 122.17
Labor Force  
(Thousands) 31,138 32,385 32,153 32,516 32,887 32,586 33,455 33,576 33,209 N/A

Lending Interest Rate 19.00 17.54 15.60 10.90 13.25 13.40 13.65 14.42 8.98 7.83

PCI (USD) 1,745.48 1,947.06 2,162.38 2 ,461.47 2 ,833.00 3,040.16 2 ,493.98 1,829.76 1,982.71 1,960.29

Population 56.57 57.29 58.01 58.71 59.40 60.00 60.60 61.16 61.56 62 .32

Unemploym ent Rate 3.50 3.60 1.50 1.30 1.10 1.10 0.90 3.40 2.97 0.00

WPI 6.80 7.00 6.60 10.80 7.60 1.80 5.20 13.00 -5.70 4 .50
Productiv ity o f Labor 
(\ iç n \ 3,171.11 3,444.41 3,901.33 4 ,444 .36 5,116.92 5,597.78 4 ,517 .56 3,332.97 3,675.37 N/A

Source: IMF, International F inancia l S tatistics, Various Editions
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เท 2002, Japan takes the h ighest share fo r foreign d irect investment 

approved by BO i. S ingapore takes the second seat. Later are United 

Kingdom , United States, Sw itzerland, Korea, and Hong Kong respectively.

Table 21: List o f App lica tion Approved by BOI, in 2002

2002 APPLICATION APPROVED  
No. Total Invest

Asia
Japan 215 38,398
Asian NI Es
Taiwan 41 2,706
Hong Kong 5 1,585
Korea 33 3,213
S ingapore 40 13,103
P.R.C. 7 379
Malaysia 23 1,676
Indonesia 2 139
Philippines 1 20
India 5 92
North America
U.S.A. 37 11,113
Canada 2 93
Austra lia
Austra lia 11 726
Europe
EU 65 16,259
A ll Europe 78 20,437
-UK 15 11,237
-Germ any 19 2,140
-Sw itzerland 12 3,727
-France 9 543
-Belgium 3 73
-Ita ly 2 633
-Netherlands 10 858
Tota l For. P rojects 483 99,617
Source: BOI, 2002
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Figure 37: Foreign D irect Investment in Thailand during 1991-2000

Million USD

Source: UNCTAD, W orld Investment Reports

4. FDI and Major Econom ic Factors Relationship

4.1 M arket S ize Hypothesis

By studying Tha iland ’s performance on FDI during 1991-2000, the  

study reports a weak rela tionship between the coun try ’s m arke t size and its 

inward foreign d irect investment. The correlation coeffic ien ts between the  

coun try ’s inward FDI and its GDP are -0.22 during 1991-2000, and 0.22  

during 1991-1997. Meanwhile, the corre lation coeffic ien ts between the  

coun try ’s FDI and its PCI are -0.32 during 1991-2000, and 0.17 during 1991- 

1997.

เท addition, the study reports negative relation between the coun try ’s 

grow th in inward FDI and its growth in market size. The corre la tion
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coeffic ien ts between the coun try ’s growth in inward FDI and its GDP growth  

are -0.53 during 1991-2000, and -0 .5 9  during 1991-1997. Meanwhile, the  

study reports the same corre la tion coeffic ients between the coun try ’s FDI 

grow th and PCI grow th, e ithe r during 1991-2000, o r during 1991-1997.

From the statistics, the study cannot accept the hypothesis that an 

increasing size o f the econom y positively determ ines the value o f inward FDI 

to the country. เท contrast, the study reports that a high expansion rate o f the  

econom y d iscourages the grow th o f foreign d irect investment. This can be a 

result o f the rapid expansion that induces higher cost o f labor, cost o f funding, 

and destroy the coun try ’s competitiveness in exports. These factors, hence, 

would be studied la ter on in this session if they are determ inants o f Tha iland ’s 

inward foreign d irec t investment.

F igure 38: Tha iland ’s Growth in inward FDI, GDP, Per Capita Income, and 

Population during 1991-2000

Percent

FDI Growth —X— GDP Growth —I— PCI Growth — Population Growth
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4.2 Cost Hypothesis

The study reports a negative relation between the coun try ’s cost o f 

production and the coun try ’s inward foreign d irect investment. The corre lation  

coeffic ien t between the coun try ’s cost o f product, measured by W PI, and the  

coun try ’s inward FDI is reported at -0 .0 2  fo r the period o f 1991-2000, and -

0.53 fo r 1991-1997. Meanwhile, the growth o f inward FDI during 1991-2000 is

0.39 corre lated, and 0.34 during 1991-1997, to its inflation rate.

เท addition, the study reports a weak corre lation between the country ’s 

inward FDI and its lending interest rate. The corre la tion coeffic ien t between  

inward FDI and one-year lending interest rate is -0.18 during 1991-2000. 

Meanwhile, the coun try ’s inward FDI grow th and one-year lending interest 

rate grow th is corre la ted to each other with the corre la tion coeffic ien t o f 0.46.

By these coeffic ients, the study does not strong ly support the cost 

hypothesis. Th is means the relation between the country costs, e ithe r lending  

in terest rate and inflation rate, and its inward foreign d irect investment during  

1991-2000 does not support the assumption tha t an increasing cost 

negative ly determ ines the value of inward FDI to the country and its grow th.

4.3 Export hypothesis

เท term s o f export hypothesis, the study also reports a s im ilarly weak  

relation between the coun try ’s exports and the coun try ’s inward FDI w ith the  

corre la tion coeffic ien t o f 0.47. Meanwhile, the country ’s grow th in exports is
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corre la ted w ith the coun try ’s inward foreign d irect investm ent w ith the  

corre la tion coe ffic ien t o f -0 .3 1 .

F igure 39: Tha iland ’s grow th in inward FDI, labor force, In te rest Rate, and 

W PI during 1991-2000

Percent

—A— FDI Growth Labor Force Growth -« — Lending Interest Rate

Figure 40: Tha iland ’s grow th in inward FDI, and Productiv ity o f Labor during  

1991-2000

Percent
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เท addition, the study supports the hypothesis tha t a depreciating  

exchange rate o f Thai Baht is a positive determ inant o f the coun try ’s inward  

FDI. The corre la tion coeffic ien t is 0.83. The coeffic ient is even h igher to 0.91 

when the data during the crisis period, 1998-2000, is excluded. Meanwhile, 

the corre la tion between the grow th in depreciation rate and its inward FDI is 

sim ilarly strong w ith the corre la tion coeffic ient o f 0.66.

From the above statistics, the study cannot reaffirm  tha t an increasing  

export value o f the country positively, or negatively, determ ines the coun try ’s 

inward FDI. Flowever, the study reaffirms that a depreciating exchange rate of 

the country is a fac to r tha t encourages the country ’s inward foreign d irect 

investment.

Figure 41: Tha iland ’s inward FDI, and Export during 1991-2000

Percent

Year

Export Growth FDI Growth



152

Figure 42: T ha iland ’s inward FDI, and Exchange Rate during 1991-2000

Percent

4.4 O the r determ in ing factors

During 1990s, Thailand was successful in a ttracting inward investment 

flows. Manufacturing sector attracts the majority o f flows. The automobile  

com ponent m anufacturing sector and e lectron ic/e lectrica l com ponent sectors  

have attracted s ign ifican t foreign investment. Delays in the financia l 

restructuring and in the privatization are such obstacles fo r inward FDI.

Most o f FDI inflows toward Thailand are labor-in tensive and directed to 

e ithe r dom estic m arke t oriented or export oriented. Flowever, the trend is 

about to change as the country start losing its in te rnationa l com petitive from  

the raising wage and o ther production costs. (USTR, 2000)

FDI has been d istributed into a few  rural areas, particu la rly in the north. 

Low labor costs and flex ib le  labor laws are Thailand 's a ttractions fo r foreign  

investors. (Thailand Board o f Investment [TBOI], -) S ince 1997, the crisis



153

period, a lot o f restric tions have been removed. The regu la tory environment 

has also been improved. The depreciation o f Bath and local firm s ’ 

bankruptc ies provide fore ign investors lower cost in M&A typed investment.

Ten export processing zones were established to encourage FDI. 

Numbers o f incentives will be applied fo r investment in those areas, which  

would be varied accord ing to type o f investment, size, and location. (TBOI, 

2002)

Financia l system  in Thailand is progressing through the though crisis. 

Non-perform ing loan and non-functional banking secto r d is to rt investor’s 

modes o f financing. (DOI, 1999) Flowever, Thailand does not restric t foreign  

currency conversion and transfer.

For export-orien ted investments, Tha iland ’s numbers o f bilateral 

agreem ent encourages the investors. Thailand has signed agreem ents with  

more than 25 countries, such as Germany, the Netherlands, the United 

Kingdom, China, and especia lly with the ASEAN countries. (DOC, 1999)

Neverthe less, Thailand still prohib its foreigners from  holding a range of 

occupations. The reasons are accused as a protection o f natural resources or 

national security concerns and as a barrier fo r those low income people who  

cannot easily com pete w ith foreigners or wish to protect, such as 

te lecom m unications, constructions, handicrafts, transportation, farm ing, etc. 

(TBOI,-)

Besides, the coun try ’s laws fo r copyright and in te llectual property  

protection were report to the บ.ร. s ta te  Department as “need o f much  

im provem ent and en fo rcem ent” . (DOC, 1999) Meanwhile, corruption and



154
bribing are genera lly found in many levels o f governm ent branched. (DOC, 

1999)

5. Conclusion

เท the case o f Thailand, the study does not s trong ly support e ither 

m arket size hypothesis or cost hypothesis as the weak corre la tion between  

the studied factors. However, the study ’s export hypothesis is partly support 

by the strong corre la tion coeffic ien t between the coun try ’s exchange rate and 

its inward FDI.

Besides the m ajor factors, Thailand was successfu l in attracting inward 

investm ent as it can provide investors w ith cheap labor, e ithe r skilled or 

unskilled. A lso, comparing to o ther Asian countries, Thailand is one in o f hi- 

techno logy country tha t has developed its financia l markets and industria l 

in frastructure to serve investment projects.

However, foreign investment is still obstructed by politica l problems  

concern ing corruption and inte llectual properties. (DOC, 1999) A lso, a rapid 

grow th o f the economy, leading to a bubble economy and high wages can 

d is to rt the coun try ’s a ttractiveness to international investors.
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Vietnam

1. H istorica l Background

France occupied all o f V ietnam  by 1884. Independence was declared  

afte r W orld W ar II, but the French continued to rule until 1954 when they were  

defeated by com m un ist forces under Ho Chi MINH, who took contro l o f the  

north. US econom ic and m ilitary aid to South V ietnam  grew  through the 1960s 

in an a ttem pt to bo lste r the government, but US armed fo rces were w ithdrawn  

fo llow ing a cease-fire  agreem ent in 1973. Two years la te r North V ie tnamese  

fo rces overran the south. Econom ic reconstruction o f the reunited country has 

proven d ifficu lt as aging Communist Party leaders have only grudgingly  

in itiated reforms necessary fo r a free market.

As a resu lt o f com m unist governed, V ie tnamese business and 

production had been dom inated by the government since the reunion till 1986, 

when Doi Moi policy was introduced.

Doi Moi policy has changed V ietnamese econom y sign ificantly and 

sustainably. The m ajor m issions o f the V ietnamese governm ent according to 

the policy are to re lease the government dom ination and restriction on private  

business, fo llow  m arket mechanism , diverse types o f business, reduce  

governm ent in tervention and subsidies, and to open the country fo r

internationa l business.
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2. Econom ic Environment

V ie tnam  is ล rela tive ly low income, densely popula ted country tha t has 

had to recover from  the ravages o f war, the loss o f financia l support from  the 

old Sovie t Bloc, and the rig idities o f a centra lly p lanned econom y. Substantia l 

progress was ach ieved since the year 1986 when the government 

im plemented it revolutive policy called “Doi Moi".

Doi Moi policy has helped the country to deve lop and enhanced its 

capability in production and productiv ity o f business, particu larly in agricultural 

sector. Before the policy had been implemented, the country faced d ifficu lty in 

producing food and gra ins fo r its people. However a fte r the time, the country  

can turn its sta tus as a m ajor exporter fo r rice. Meanwhile, more than fifty  

percent o f sta te-owned enterprises has been privatized wh ile  the rest has 

been pushed hard ly to increase the ir effic iency and productiv ity. A lso, during  

1986-1995, the country has econom ica lly grown by m ere ly 9% in average.

เท addition, since the policy has been into practice, the country has 

been opened and deregulated fo r international relations. Num ber o f tourist 

travel to the country had grown by 20,000%  in ten years. Va lue o f exports has 

been expanded by 25% each year while import value has grown by 15% in 

average. M ajor export product o f the country has still been agricultural 

product. However, the portion o f industrial exports has been raised up 

dram atica lly from  8% in 1986 to 33% in 1991. A fte r the period, the shares of 

agricultural p roduct and industria l product to the tota l export va lue have  

stayed in the s im ila r level o f 30-35% .



1 5 7

เท te rm s o f in ternationa l investment, the coun try ’s firs t international 

investment law was approved in the year 1986 as a result o f Doi Moi policy. 

The law has been deve loped and rewritten regularly. เท 1996, the new law has 

m ajor a ims to promote the coun try ’s export, particularly in agricu ltura l sector 

and labor intensive industria l sector. A lso, the country encourages  

environm ent-friend ly hi-tech industry, infrastructure deve lopment, technology- 

transferred productions, and research and deve lopment activ ities. Meanwhile, 

the law provides investors huge tax incentives, low corporate tax.

The law also supports investment decentra liza tion as today  

approxim ate ly 50% o f international investments are concentra ted in Ho Chi 

Mihn C ity and Hanoi. เท addition, the investment also concentrated in 

industria l and service sectors. Major investors are Taiwan, Japan, Hong Kong, 

Singapore, and south Korea.

เท 1994, the US. Government has allows priva tes and the government 

to trade w ith V ie tnam , which was banned as a result o f politica l reasons. This  

make V ie tnam  become more attractive fo r international investors, particularly  

fo r Am erican business.

เท 1997, when Asian financia l crisis challenged the new market 

oriented econom y to cope w ith the situation. From statistics, it is noticeable  

that the Dong ’s exchange rate is quite stable during the years o f crisis (1996-

2000). The standard Deviation o f the movement lied at only 0.14. Meanwhile, 

the in terest rate and whole sale price index did not shoot up as its neighbors, 

but decrease constantly.
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เท term  o f grow th and export, V ietnam  has perform ed very well during  

the period o f study. It seem s like the country did not su ffe r from  the Asian  

crisis. Its GDP and Export value keep grow ing strong, con trad ic t to neighbors.

GDP growth o f 8.5% in 1997 fe ll to 6% in 1998 and 5% in 1999. 

Growth continued at the moderate ly strong level o f 5.5% , a level tha t should  

be matched in 2001. These numbers mask some m a jo r d ifficu lties in 

econom ic performance. Many domestic industries, includ ing coal, cement, 

steel, and paper, have reported large stockpiles o f inventory and tough  

competition from  more e ffic ient foreign producers; th is problem  apparently  

eased in 2000. Foreign d irect investment fell dramatica lly, from  $8.3 billion in 

1996 to abou t $1.6 billion in 1999. Meanwhile, V ie tnam ese authorities have  

moved slow ly in implementing the structural reforms needed to revita lize the  

economy and produce more competitive, export-driven industries. (IMF, 2000) 

V ie tnam ’s econom y depends largely on export. Its major export 

products are rice, coffee, cashews, and rubber. (DOC, 1999)



Table 22: V ie tnam ’s Econom ic Ind icators

Cateaorv Year V

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000
Exchange Rate N/A N/A N/A 10,966 11,038 11,033 11,683 13,268 13,943 14,168

Export (M. USD) N/A N/A N/A 5,537.57 6,804.31 10,076.77 11,570.66 12,203.04 14,332.35 17,038.47

FDI (M. USD) N/A N/A N/A N/A N/A 1,803 2,587 1,700 1,484 1,289

GDP (B. USD) N/A N/A N/A 16.28 20.74 24.66 26.84 27.21 28.68 31.35
Labor Force  
(Thousands) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Lending Interest Rate N/A N/A N/A N/A N/A 20.10 14.42 14.40 12.70 10.55

PCI (USD) N/A N/A N/A 224.53 280.38 327.19 357.54 357.50 371.94 403 .50

Population N/A N/A N/A 72.51 73.96 75.36 75.08 76.11 77.12 77.69

Unem ploym ent Rate N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

WPI N/A N/A N/A N/A N/A 5.70 3.40 7.90 4.80 -2 .10
Productiv ity o f Labor 
(USD) N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Source: IMF, International F inancia l S tatistics, Various Editions
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3. Investment C limate

An advantage characteris tic o f V ietnam  on FDI attraction over its 

neighbors; like Myanmar, Laos, and Cambodia, is its openness -  both 

econom ica lly and geographica lly. The country stated out very clearly that all 

investments in V ie tnam  are always welcome unless it in fringes the nation ’s 

security, independence and sovereignty. A lso, hundred per cent foreign- 

ownership is possib le . Hence, the country can a ttract more FDI, compared to 

those countries.

By the end o f 1997, the V ie tnamese governm ent has licensed more  

than 2,200 fore ign investm ent projects, valued at 31.4 billion บ.ร. dollars. 

(DOC, 1999) By 1999, approximate ly 70 nations have invested in the country. 

More than 2,400 fore ign firm s have been licensed. Those licensed projects  

worth more than 35 billion dollars. (United Nation [U .N.], 2002) The important 

sources o f FDI in V ie tnam  are S ingapore, Taiwan, Hong Kong, Japan, and 

South Korea. (DOC, 1999)
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Figure 43: Foreign D irect Investment in V ietnam  during 1991-2000

Million U S D

Source: UNCTAD, W orld Investment Reports

4. FDI and M ajor Econom ic Factors Relationship

4.1 M arket S ize Hypothesis

V ie tnam 's econom ic data during 1996-2000 shows a contrast 

re la tionship between the coun try ’s market size and inward FDI to the study ’s 

hypothesis. The corre la tion coeffic ient between the coun try ’s inward foreign  

direct investm ent and its change in GDP is computed as -0 .5 7 . Meanwhile, 

tha t between FDI and the country ’s growth in per capita income is -0 .5 0 . This 

is s im ila r to severa l o ther Asian countries that the ir increasing m arket size is 

negative ly related to the amount o f inward FDI to the countries.

However, the study reports that the growth o f the coun try ’s market size 

is positive ly related to the coun try ’s inward FDI. Th is is supported by the
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corre la tion o f 0.68 between the coun try ’s grow th in GDP and the country ’s 

growth in inward FDI. Moreover, the country ’s PCI is corre la ted to its inward  

FDI w ith the corre la tion coeffic ien t o f 0.77.

By these coeffic ients, the study cannot reaffirm  tha t an increasing  

m arket size o f the country can encourage h igher level o f inward FDI to the  

country. This is because the data shows negative relations, which is contrast 

to the s tudy ’s hypothesis and econom ics theories. Flowever, the study  

reaffirm s tha t a s ign ifican t growth o f the country is an encourag ing factor 

toward FDI inflows.

Figure 44: V ie tnam ’s Growth in inward FDI, GDP, Per Capita Income, and 

Population during 1994-2000

Percent

—6— FDI Growth —*— GDP Growth — PCI Growth —■ — Population Growth
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4.2 Cost Hypothesis

เท addition, the study reports ล weak rela tionship between the country ’s 

cost o f lending and its inward foreign d irect investment. The correlation  

coeffic ien t between the coun try ’s inward FDI and the coun try ’s interest rate is 

reported as low  as 0.36. Meanwhile, the growth o f inward FDI to the country is 

corre la ted w ith the coun try ’s one-year lending in terest rate w ith the correlation  

coeffic ien t o f on ly 0.27. Th is supports the hypothesis tha t the country cost o f 

capital, measured by one-year interest rate is not a determ inant o f inward FDI 

to V ie tnam  during 1994-2000.

Besides the cost o f investment, the study also reports a weak relation  

between the coun try ’s increasing cost o f production, measured by WPI, and 

the coun try ’s inward FDI as the factors are correlated to each others with the  

corre la tion coe ffic ien t o f oniy 0.27. Meanwhile, the study report tha t and 

increasing infla tion rate o f the country negatively related to the country ’s 

grow th in inward FDI w ith the corre lation coeffic ient o f -0 .2 3 .

As a result, the study ’s results do not support the cost hypothesis in the  

case o f V ie tnam  by employing the data during 1996-2000.
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Figure 45: V ie tnam ’s grow th in inward FDI, labor force, In terest Rate, and WPI 

during 1991-2000

Percent

4.3 Export hypothesis

เท term s o f export hypothesis, the study found tha t V ie tnam ’s export 

value is negative ly corre la ted to its inward FDI w ith the corre la tion coeffic ient 

o f -0 .6 6 . Meanwhile, the coun try ’s export growth is corre la ted to its inward  

FDI grow th w ith the corre la tion coeffic ient o f 0.37.

เท addition, the coun try ’s depreciation in exchange rate d iscourages  

inward FDI w ith the strong corre la tion coeffic ient o f - 0.72. Besides, the study  

reports tha t a high depreciation rate o f the currency exchange rate induce to a 

lower grow th in inward FDI w ith the correlation coeffic ien t o f -0 .3 7 .

As a result, the study does not support the export hypothesis in the  

case o f V ie tnam , by using the data during 1996-2000. This should be because
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o f the Asian cris is and g loba l trends that d isfigures the re la tions between the  

factors.

4 .4 O the r determ in ing factors

Regard ing V ie tnam ’s rapid econom ic grow th in early 2000s, V ietnam  

has attracted a num ber o f foreign investors. The investments are highly  

concentra ted in Ho Chi M inh City and Hanoi, and are both d irected to 

dom estic m arke t-orien ted and export-oriented industries. FDI toward V ietnam  

are mostly labor intensive as the country has a very com petitive labor cost. 

(Perm anent M iss ions to the United Nations (PMUN), -)

F igure 46: V ie tnam ’s inward FDI, and Export during 1991-2000

P e r c e n t
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Figure 47: V ie tnam ’s inward FDI, and Exchange Rate during 1991-2000

Percent

The V ie tnam ese governm ent has a major goal to a ttract capital, 

advanced technology, and m anagement skills from foreign firms. (บ .N., 2002)

As a com m un ist governed state, V ietnam  tries to fo llow  the Chinese  

way. Continuous reviews are made on policies, stra tegies. Reforms have  

been applied w idely, in de-co llectiv ization of agriculture, land reforms, price  

reforms, fo r example. (DOC, 1999)

Formerly, the coun try ’s policy was to attract heavy FDI into the nation. 

Later, the policy has changed towards agriculture, light industry, and export. 

(DOC, 1999) V ie tnam  is undertaking bilateral d iscussion to settle specia l trade  

agreem ent w ith the United States. Also, it is underway fo r W TO  accession. 

(DOC, 1999)

However, it is d iscovered that the obstacle o f FDI a ttraction are every  

level o f governm ent corruption, duel-pricing policy to d iscrim inate foreigners,
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bureaucratie red tape, and lack o f transparent foreign investm ent related laws, 

regulations, and procedures. (V ietnam  Venture G roup [W G ], 2001) The บ.ร. 

Bureau o f East As ian and Pacific A ffa irs had reported to the Departm ent o f 

State that V ie tnam ’s econom y involves a great degree o f politica l risk-taking. 

(DOC, 1999)

Reforms are not really complemented by the governm ent fo r various  

politica l reasons and bureaucratic interests. (DOC, 1999) The government 

has such an urgent m ission to reform  and/or deve lop its financia l sector, 

sta te-owned enterprises, and exchange rate system . IM F ’s Executive Board, 

2000, sta ted tha t the ease o f exchange rate contro l would provide more  

confidence to in te rnationa l investors. The d irectors encouraged the country to 

increase flex ib ility  and s im plify the coun try ’s exchange rate system . (IMF,

2000)

5. Conclusion

เท conclusion, ne ither market-size hypothesis, cost hypothesis, nor 

export hypothesis are strong ly supported by this study. The reason is 

subjected to the fac t tha t the data is lim ited only during 1996-2000, when the  

global investm ent com m un ities are passing through a structura l change  

inducing by Asian crisis.

Flowever, the study reports that a rapid econom ic deve lopm en t o f the  

country during the decades shall make the country more a ttractive to 

in ternationa l investors. However, the governm ent may have to contro l the
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quality o f grow th and provide investors with price stability, e ithe r in terms of 

in terest rate, infla tion, cost o f labor, or exchange rate.

Moreover, there are many other factors tha t make the country become  

more attractive to in ternationa l investor than before. The study reports tha t a 

fresh and nourish natura l resources o f the country is one o f the factors that 

attract investors ’ interest. Besides, the fact that V ie tnam  is located ju s t next to 

China and the V ie tnam ese cultures and value are quite a s im ila r tha t o f 

Chinese is ano the r encourag ing facto r fo r investors tha t aim  to expand the ir 

investm ent to the Chinese economy. Also, a special b ilatera l trade agreem ent 

with the United S tates and its progress on W TO accession are encouraging  

fore ign investm ent to flow  into the country.

However, the study d iscovers that the obstacle o f FDI attraction  

concern politica l corruption, duel-pric ing policy to d iscrim ina te  foreigners, 

bureaucratic red tape, and lack o f transparent foreign investm ent related laws, 

regulations, and procedures.
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Sum m ary

เท summary, the s tudy ’s hypothesis, e ither m arket-s ize hypothesis, cost 

hypothesis, o r export hypothesis, are partly supported. The study reports that 

market-s ize hypothesis and export hypothesis are supported in most o f the  

cases. M eanwhile , export hypothesis is reaffirm ed by severa l nations ’ 

evidence. However, cost hypothesis is rejected in m ost cases.

The firs t hypothesis, which is market size hypothesis, is supported by 

the positive re la tionship between the proxies and the value o f inward FDI in 

several East As ian countries. The size o f market, measured by GDP and PCI, 

is accepted as a positive determ inant o f inward FDI, in a ha lf o f the samples, 

which are China, Indonesia, Korea, and the Philippines. However, the proxy is 

not valid in the case o f Hong Kong, Malaysia, and Thailand. A lso, the study  

cannot accept the positive corre lation between market-s ize and inward FDI in 

V ietnam , where the data is lim ited only in 1996-2000. Besides the GDP and 

PCI, the study reports a strong relation between inward FDI and popula tion in 

the countries. The relation is reported by most o f the countries, except 

Malaysia. เท addition, the grow th o f market size is reported w ith the positive  

corre la tion w ith the inward FDI only in the case o f Korea and V ietnam . 

However, in the case o f Thailand, the study reports a negative re la tionship.

The second hypothesis, cost hypothesis, is weakly supported . The cost 

o f lending is reported as a positive ind icator o f inward FDI only in the case o f 

Korea and Malaysia, and as a negative ind icator o f inward FDI in the  

Philippines. Meanwhile, the relations are inconclusive in o ther nations. เท 

te rm s o f infla tion, the study reports a negative relation between the proxy and
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the inward FDI in the case of Hong Kong, Korea, and Thailand. However, by 

studying the correlation between the growth of inward FDI and the cost, either 

interest rate or WPI, the study reports either weak or negative correlation 

between the factors.

The export hypothesis is lastly accepted as a strong indicator of inward 

FDI in most of the nations, except Malaysia and Thailand. The study reports a 

positive relation between the value of exports and inward FDI in five countries, 

out of eight, which are China Hong Kong, Indonesia, Korea, and the 

Philippines. Meanwhile, the growth of exports is also accepted as a positive 

indicator of inward FDI in Hong Kong, Indonesia, and Korea. Besides the 

exports, exchange rate is reported with a positive relationship to the value of 

inward FDI in four countries, which are China, Indonesia, Korea, Thailand, 

and Vietnam.All in all, the study concludes, by applying the correlation 

coefficient computed, that the market size hypothesis and the export 

hypothesis are supported by the study, whilst the relationship between inward 

FDI and the cost hypothesis is inconclusive. (Table 23, 24, 25)

Beside the hypothesis that are tested and reaffirmed, the study reports 

that there are several other factors that determine the value of inward FDI. เท 

China, its accession to WTO is a major factor that encourages a higher 

investment in the country, leading to a high growth in inward FDI as well. เท 

Hong Kong, the fact that the country can provide investors with market 

confidence, in price and exchange rate stability, and better infrastructures, 

concerning sound financial and capital markets and telecommunication 

network is an outstanding factor that influent inward FDI. Also, the country’s 

location, next to the Chinese main land, the mixed cultures of British and
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Chinese, and the bilingual labor are the factors that determine the huge 

amount of FDI to the country, compared to other countries as well. เท 

Indonesia and the Philippines, the economic instability, civil unrest, and 

corruption practices are the factors that discourage inward FDI to the country. 

เท Korea, the skilled labor of the country, the export promotion policies, and 

FDI deregulation of the government help encouraging more FDI to the 

country. เท Malaysia, the shortage of skilled labor, the increasing cost of labor, 

and the restrictions on international activities are the major obstacles that kept 

the FDI value of the country remain low, compared to the others. เท Thailand, 

it is reported that the increasing cost of labor and the corruption practices are 

the major obstacle of the country’s inward FDI. Lastly, in the case of Vietnam, 

the fresh natural resources, the newly opened economy, and the country’s 

specific economic relations with China and the United States are the major 

factors that encourage a large amount of FDI to flow into the country during 

the period. Flowever, restrictions, regulations, and bureaucratic red tape are 

still the major obstacle on the country’s inward FDI.

Table 23: Sign Reported by Correlation Coefficients between Countries’

Inward FDI and the Proxies for Market Size Hypothesis and Cost Hypothesis

Country GDP PCI Population Interest Rate WPI Productiv ity
China + + 7 7 7 -

Hong Kong ? 7 + 7 - 7
Indonesia + + + 7 + +
Korea + + + + - +
Malaysia 7 7 7 + 7 7
The Philippines + + + - 7 +
Thailand 7 7 + 7 - 7
V ietnam - - + 7 7 7
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Table 24: Sign Reported by Correlation Coefficients between Countries' 

growth in Inward FDI and the Proxies for Market Size Hypothesis and Cost 

Hypothesis

Country GDP PCI 
Grow th Growth

Population
Growth

Interest Rate  
Growth

WPI
Growth

Productivity
Growth

China 7 7 7 7 + 7
Hong Kong 7 7 - ? ? N/A
Indonesia 7 7 7 7 ? 7
Korea + + ? ? 7 +
Malaysia 7 7 7 + 7 7
The Philipp ines ? 7 ? ? 7 ?
Thailand - - - ? 7 -

V ietnam + + + 7 7 7

Table 25: Sign Reported by Correlation Coefficients 

Inward FDI and the Proxies for Export Hypothesis

between Countries’

Country Export Exchange Rate
China + +
Hong Kong + 7

Indonesia + +
Korea + +
Malaysia 7 9

The Philippines + ?

Thailand 7 +
Vietnam - -
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Table 26: Sign Reported by Correlation Coefficients between Countries’

Growth in Inward FDI and the Proxies for Export Hypothesis

Country Export Growth Exchange Rate Growth
China + +
Hong Kong + ?
Indonesia + -

Korea + -

Malaysia ? ?
The Philippines ? ?
Thailand ? +
Vietnam ? ?
Noted: 1. Signs are determined by the value of the correlation coefficient (r). (“+” is denoted

when r > 0.5, is denoted when r < -0.5, and “?” is denoted when -  0.5 < r > 0.5)

2. The signs are basically shown according to the correlation coefficient computed 

from the data during 1991-2000. However, if there is any significant difference between the 

sign and that during 1991-1997, the sign of 1991-1997 is presented instead.

3. The signs represent the value of correlation coefficient, but do not represent any 

cause and effect relationship.
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